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INTRODUCTION

I. Background

The U.S. Department of Labor has been conducting two self-
employment demonstration projects to test the feasibility of
implementing self-employment programs for unemployed workers in the
United States. This publication presents information about these
projects and background information about self-employment in
general and about self-employment programs for unemployed workers.

This publication brings together four papers dealing with self-
employment for the unemployed. Two reports are presented on the
progress of experiments that the U.S. Department of Labor has been
operating in the States of Washington and Massachusetts. Some
background is provided on self-employment as an employment option
for individuals establishing microenterprises, in general, and,
more particularly, as alternative for the unemployed. A summary is
presented of existing self-employment programs for unemployed
workers in Western industrial countries.

IT. Microenterprise as an Employment Option

"Microenterprise", or self-employment, is an important source of
employment and growth to the U.S. economy. Microenterprises are
typically sole proprietorships with one or a few employees,
including the owner-operator. Microenterprises need to be
distinguished from "small businesses" which the Small Business
Administration (SBA) defines alternately as firms with 100 or 500
or less employees.

While there has been recognition that businesses of 100 or 500
employees or less have been an important generator of American jobs
and economic growth in the 1980's, more recently research has
demonstrated the importance of microenterprises. A 1990 national
survey by the National Federation of Independent Business (NFIB)
indicates that new businesses tend to be very small, with about 50
percent of new startups having 2 employees or less; and nearly half
of the startups occurred with capitalization of $20,000 or less.
The number of microenterprises has been growing rapidly, and by
1985, 9.1 percent of non-agricultural workers were engaged in
self-employment. Small business have a surprisingly high survival
rate over time; an SBA study found that three-quarters of small
business survive for two years, while the NFIB study--using a
different methodology--found that the same proportion survived for
three years.

At present, American public policy deals primarily with larger
small business firms. Federal and state programs tend to focus on
firms at the upper range of firms with employment of 100 or 500 or
less. This orientation appears to stem largely from concern about




small business as a generator of economic development rather that
as a source of new employment. Efforts to encourage the formation
or movement of larger business is considered to be more cost
effective than dealing with many more microenterprises when
pursuing such economic development goals.

III. Self-Employment Progqrams in the Industrial Nations

Self-employment programs for the unemployed began in 1979 in
France. By the mid-1980's there were programs in 17 countries
belonging to the Organization for Economic <&ooperation and
Development (OECD). The primary purpose of these programs is to
expand employment opportunltles by having unemployed workers create
thelr own jobs. S

Programs exist in: Australia, Belgium, Canada, Denmark, Finland,
France, Germany, Great Britain, Greece, Ireland, Italy, Luxembourg,
the Netherlands, Norway, Portugal, Spain, and Sweden. The first
thing to note is that such programs exist:  in nearly: all Western
industrial nations. These programs tend to be used by a small
portion of the unemployed, generally 1less than 5 percent of
eligible unemployed workers. However, these programs can have a
relatively large impact on new business formation. At its peak;
the French program accounted for between 20 and 25 percent of new
business formation, while the percentage was about 20 percent in
Great Britain in 1987.

The programs have two components: 1) financial assistance, called
"self-employment :allowances" and 2). self-employment training,
counseling and support services. While the 1level of self-
employment services varies among countries and is sometime unevenly

provided within countries, the distinguishing characterlstlc of the

programs is the self- employment allowance mechanism.

Two models have'emerged from the flrst two countrles developing
self-employment programs. Each of the other programs in the
industrial nations follows one of these approaches. One is the
"French Model", which  consist of lump-sum self- -employment
allowances whlch are designed to provide partial capitalization of
microenterprises. The other is the "British Model", under which
periodic. payments are provided as a form of income support‘whlle
unemployed workers develop and operate their new microenterprises.
In addition to France, Luxumbourg, Norway, Portugal, Spain, and
Sweden follow their lump-sum payment .approach. The periodic
payment method is used by Australia, Belgium, Canada, Denmark,
Finland, Great Brltaln, Greece, Ireland Italy, the Netherlands and
Germany e

IV The U S. Experlments

A. Background

vi




The U.S. Department of Labor is conducting a series of five
experiments which provide reemployment assistance to unemployment
insurance recipients who are dislocated workers. The goals of
these projects have been:

* Tdentification and Referral: Profile and identify dislocated
workers in the unemployment insurance local offices and refer
these workers to reemployment assistance providers.

* Early Intervention: Intervene early 1in the spell of
unemployment of worker to provide reemployment assistance in
timely manner.

* Program-Linked Services: Link the unemployment insurance and
reemployment service providers to create a single seamless
delivery system for dislocated workers, providing effective
and efficient reemployment assistance. This includes a
project communications system between participating
organizations that provides a feedback system about workers'
receipt of reemployment assistance.

The reemployment assistance provided by these experiments consist
of: ‘

Job Search Assistance

Training

Relocational Assistance

Reemployment Bonuses: Payments to unemployed workers who
accelerate their return to productive, new employment.

* Self-Employment Allowances and Business Support Services

* ¥ *

*

Secretary of Labor William Brock decided to proceed with these
unemployment insurance (UI) experiments in 1985. The Department of
Labor contracted with the State of New Jersey to conduct a multi-
service (job search assistance, training, relocation assistance and
reemployment bonuses) experiment in September 1985, using existing
Departmental research funds.

At the same time the Department requested additional research funds
to conduct two additional experiments. The Department received
these funds as part of the Fiscal Year 1987 Federal budget, and
initiated two additional reemployment bonus experiments, in the
States of Pennsylvania and Washington.

B. Launching the Self-Employment Experiments

In February 1987, the Department decided to fund an experiment
testing self-employment as a reemployment option for unemployed
workers. After conducting a competitive selection process, the
Department signed a cooperative agreement with the State of
Washington in September 1987 to conduct this experiment.

In December 1987, the Omnibus Budget Reconciliation Act of 1987 was
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enacted. It included Section 9152, sponsored by Congressman Ron
Wyden, which required the Secretary of Labor to conduct  self-
employment experiments for a period of three years in up to three
States. The Department launched a competitive selection process
and chose the States of MassachuSetts, Minnesota, and Oregon to
conduct these projects, 51gn1ng cooperatlve agreements with them in
September 1988. .

The design of the self-employment projects was conducted as a joint
effort by the four participating States, the Department of Labor,
and a research contractor. The design process beégan with a study
tour to Great Britain, France and Sweden to examine in detail their
self-employment programs for the unemployed. This study tour was
sponsored by the German Marshall Fund of the United States.

The design process was completed in 1989, assisted by a panel of
outside experts--consisting of practitioners and researchers. 1In
the case of the project mandated by Section 9152, the final design
met with concern by the three participating States about a
provision of the law which required that the States pay any "excess
costs"--based on the possibility that self-employment allowances
might exceed the cost of unemployment insurance benefits which
would have been paid in the absence of the experiments--from state
general revenue sources into their own UI trust fund account.
Concern about this provision caused Minnesota and Oregon to
withdraw from participation; only Massachusetts implemented the
design. It should be noted that, to date, no excess costs have
materialized during the operation of the Massachusetts experiment.
(As of August 25, 1991, after two years of operation, Massachusetts
experienced negatlve excess costs of $101,105; that is, operatlng
the experiment had actually saved their UI trust fund account
$101,105 compared to the cost it would have encountered in the
absence of the experiment.)

C. Washington Self-Employment Demonstration Project

The Washington self-employment project followed the French model,
providing lump-sum self-employment allowances as well as business
training and counseling. To qualify to receive the lump-sum
payment workers needed to complete five milestones: completion of
a series of training seminars; development of a business plan;
setting up a business bank account; satisfying all governmental
licensing requirements; and obtaining adequate financing for the
planned business. : ' -

The project operated from September 1989 through March 1991.
Altogether, 44,456 UI claimants. were invited to participate in the
project. Only 7 1 percent or 3,160, of invited claimants attended
an orientation session. Then 61 percent of orientation attendees,
or 1,936 submitted a project appllcatlon. Random assignment of the
valld applications resulted in the assignment of 1506 1nd1v1duals,
755 into the treatment group and 752 into the control group.
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Thus 3.4 percent (1506 of 44,456) of initial invitees reached the
point of random assignment. Finally, 60 percent of treatment group
members started their own business, indicating an overall
participation rate of about 2 percent. C ‘

Participants who attained all required milestones and started a
business received lump-sum self-employment payments -averaging
$4,282, ranging from $561 up to $7,380. Recipients tended to be
more male, white, middle~aged and better educated than most UI
claimants They set up businesses primarily in the service industry
(53%), but with a surprising large number of businesses in
manufacturing (14%), and smaller numbers in retail trade (12%) and
construction (9 %). ‘ o

(Note that the above data comes from Chapters 1 and 2, which
represent data covering the same time periods.)

D. Massachusetts Self-Employment Demonstration Project

The Massachusetts self-employment project follows the British
Model, providing periodic payments to project participants.
Participants can receive up to 24 weeks of self-employment
allowances while planning and operating a small business. This is
in comparison to the regular UI program in Massachusetts which pays
up to 30 weeks of benefits (most States pay only a maximum of 26
weeks of benefits). However, UI claimants working to start a
business would not typically qualify for UI benefits.

The Massachusetts project requires that participants attend an
initial training seminar, a series of training workshops and
counseling sessions. To receive self-employment allowances,
participants must also work full time at starting their own
business. ‘

Data are now available on enrollment in the project for the first
two of a total of three years of operation. Other data are
available through September 1991. (Data presented here comes from
Chapter 1 rather than from Chapter 3--the Massachusetts Interim
Report, because the interim report cut off project data as of July
1990.

Statistics for the first two years of project operations--from the
project's automated tracking system--indicate that 26,170 UL
recipients were invited to attend a project orientation session.
of this group, 3.9 percent, or 1,012, of invitees attended the
sessions. Then 63 percent of session attendees submitted a project
application. From valid applications, 263 claimants were randomly
selected into the treatment groups and 258 into the control group.
This represents a total of 2.0 percent of the original invitees.

It is not yet possible to know what percent of invitees set up
businesses, because individuals who were assigned to the treatment
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group in the second year are still establishing businesses. = For
the first year, 43 of 105 treatment enrollees--or 40 percent--set
up  their own businesses. (These data are based on project
counseling records and include both actual and some planned
business starts.) For the second year the comparable figure is 55
‘percent--87 of 158 treatment group members--but this percentage
will increase in the coming months because some people are still in
the project. Overall, for all invitees, somewhere between one and
two percent are likely to start businesses.

For the first year, over half of businesses were established in the
‘service industry, with another 20 percent in retail trade. As in
Washington State, participants tended to be more white, male,
middle-aged and better educated than other UI recipients. They
also came predominantly from professional, managerial and technical
occupations (55 percent).

E. Some Early Conclusions

While we will not have any impact or benefit-cost analysis
available until after follow-up surveys are completed in 1993, a
number of early conclusions’can be reached:

* Small Target Population: Like self-employment programs in
the other industrial nations, self-employment as an
reemployment option will be suitable for a small proportion of
UI recipients--under five percent of the UI claimant
population.

* Businesses Established: Like the experience of other
nations, businesses tend to be established in the service
sector. “An exception 1is when countries target particular
industries; e.g., Sweden targets manufacturing.

* Demographics: Also like the experience in other nations,
the participants are likely to be more male, white, middle-
aged, and better educated than most UI claimants. However,
unlike many of these programs, women represent a substantial
protion of all participants (30-35 percent). Among
occupations, the professional-technical-managerial occupations
are heavily represented.

At this time we have no Kknowledge about the income and
profitability ' of the new businesses started by demonstration
project participants. However, based on telephone surveys in both
States and income tax data from the Washington Department of
Revenue, we should have good information provided in the final
evaluation report. o

F. Project Reports, Media Response and the Future

Interim reports have been completed on both the Washington and




Massachusetts projects. Secretary of Labor Lynn Martin has sent a
copy of the Massachusetts Interim Report to the Congress. The
reports appear below as chapters 2 and 3. A final evaluation
report on both projects from the research contractors, Abt
Associates and Battelle Institute is due to the Department, in late
1993.

There has been widespread interest in the self-employment projects,
both from the perspective of self-employment as a reemployment
option and as a means of moving the UI system beyond just income
maintenance and on to facilitating reemployment. Many articles
have been written about the projects. For example, the New York
Times ran an article on the Massachusetts project on September 19,
1991 and a front-page article on the Washington project on May 16,
1990. In August of this year, Business Week featured the projects
in an article, "Making Unemployment Funds Work Overtime." During
1990, the Washington project was featured by ABC and CBS national
evening news, NBC's Today show, and PBS' MacNeil-Lehrer show.

V. The Remainder of This Publication

This publication is divided into four chapters consisting of four
papers dealing with self-employment for unemployed workers and the
self-employment experiments. The first chapter presents an
overview of microenterprise as an employment option; a review of
the Western European experience with self-employment programs for
the unemployed; the two U.S. self-employment demonstration
projects; and policy analysis of this issue as a policy option in
the United States. This chapter was being presented at the 13th
Annual Research Conference of the Association of Public Policy
Analysis and Management. The second chapter is an interim report
on the Massachusetts self-employment project. It has been sent to
the Congress by Secretary of Labor Lynn Martin, in accordance with
Section 9152 of the Omnibus Budget Reconciliation Act of 1987.
Chapter three is an interim report for the Washington self-

employment project. The last chapter is a summary of the
experience of the seventeen OECD-member countries who currently
have self-employment programs for the unemployed. It relies

heavily on research work done by the OECD.

Steve Wandner
November 1991
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I. INTRODUCTION

The idea of owning one's own business is deeply rooted in the
American conciousness. The allure of striking out on their own
to start a business--of being their own boss and controlling
their own destiny--is a vision that holds a great deal of
appeal for many Americans. What American has not, at one time
or another, entertained an idea that they thought could form
the basis of a business and perhaps even make them rich? 1In
fact, the appeal of business ownership is so strong in the
United States that owning one's own business has often been
called the "American Dream."

While starting a business is an appealing idea for many
Americans, it is not an option that has traditionally been
given much consideration in U.S. government policies to
facilitate the reemployment of unemployed workers. While
there are many possible explanations for this situation,
perhaps one of the most significant reasons is that starting a
business venture--even a "small" business--has often been
considered to require greater financial resources and/or
managerial expertise than unemployed workers are likely to have
at their disposal. This perception has been reinforced by
traditional U.S. definitions of "small" business: under those
definitions, businesses with up to 50, 100, or even 500
employees are considered to be "small" businesses. It seems
unlikely that many unemployed workers would have access to
sufficient capital or would possess sufficient managerial
expertise to start businesses of this size.

In the last few years, however, the definition of small
business has been undergoing a fairly radical transformation in
the United States. The increasing numbers and importance of
"small", small businesses--often called "microbusinesses"--have
begun to change accepted notions about what constitutes a
"business" and thus the financial and managerial prerequisites
necessary for getting into business for one's self.

Microbusinesses are typically sole proprietorships with one
or a few employees, including the owner-operator. Unlike
corporations, including most traditional small businesses,
microbusinesses are created primarily for the purpose of
providing remunerative employment for the owner-operators,
although these businesses may provide jobs for other workers
as well. The entrepreneurs who create, own, and operate these
new microbusiness ventures work for themselves, and thus are
"self-employed." The term "self-employed" describes the
owner-operator's employment status--that is, an employee of
their own, (usually) unincorporated business.




Given the new reality of microbusinesses, the idea of using
self-employment as a tool for promoting the reemployment of
unemployed workers has begun to appear more viable. Several
Western European countries have been operating programs that
assist unemployed workers to create their own jobs--to become
self-employed--by starting microbusiness ventures. These self-
employment programs, which have attracted the interest of U.S.
policymakers from across the political spectrum, point to the
potential of promoting entrepreneurship among the unemployed
and offer models for how such programs might be structured in
the Unlted States. ;

Thls paper will explore self-employment as an alternative
option for promoting the reemployment of unemployed workers
through the creation of microbusiness ventures. The remainder
of this paper will proceed in the following order. Section IT
will briefly review the Western European. experlence with
self-employment programs for the unemployed, focusing on
programs in Great Britain and France. In Section III,.the,_ v
phenomenon of entrepreneurship is discussed in the context of
the U.S. economic and social environment. Section IV discusses
the U.S. Government's role in assisting small business, with a
focus on the emerging self-employment option in U.S. employment
policy. Alternative target populations that m1ght be served by
an ongoing self-employment program are reviewed in Section V.
Section VI reviews the U.S. Department of Labor's efforts to .
test the self-employment option for unemployed workers: The
Unemployment Insurance Self-Employment Demonstration Projects.
Finally, Section VII looks at the future prospects for the
self-employment option in the -United States. .
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I1. THE EUROPEAN EXPERIENCE WITH SELF-EMPLOYMENT PROGRAMS

Overview: Self-Employment Programs in Western Egroge

Over the past decade, many Western European nations have been
actively experimenting with self-employment as an alternative
option for the reemployment of unemployed workers. Belgium,
Denmark, Finland, France, Great Britain, Germany, Greece,
Ireland, Italy, Luxembourg, the Netherlands, Norway, Portugal,
Spain, and Sweden have all implemented self-employment programs
targeted to the unemployed.1 Outside Europe, self-employment
programs have also been implemented in both Australia and
Canada. ‘

Although each self-employment program has its own set of goals
and objectives, the overarching purpose of these programs is to
promote both self-employment and microbusiness creation by
unemployed workers. In general, European self-employment
programs are targeted on individuals who are eligible for
income support payments through national unemployment insurance
programs. However, some programs also include individuals who
are long-term unemployed and/or who may be recelving other
forms of government-financed income support, such as social
welfare benefits.

Most of these self-employment programs provide unemployed
workers with some combination of financial assistance and
supportive services designed to assist them in planning,
establishing, and operatlng their businesses. The financial
assistance provided in European self-employment programs is of
two distinct types. The first type of financial assistance,
lump-sum payments, provides participants with an amount, equal
to all or part of the funds remaining in their entitlement to
unemployment benefits, in a one-time payment. This type of
assistance is generally designed to provide participants with
the funds required for initial capitalization of their
microbusiness. The second type of financial assistance is
periodic payments. Periodic payments are weekly or biweekly
payments--typically made in lieu of regular unemployment
benefits--that provide participants with a continuing income
stream while they are in the early stages of planning and
operating their businesses. These payments may last for a
period of up to one year.

In addition to financial assistance provided by the program,
most of the European programs also provide participants with a
package of supportive services that are designed to assist them
in developing their business ventures. However, the packages
of business services available to participants vary w1de1y
among countries (some programs do not provide such services at
all). These business services include the following types of
assistance: business counseling, entrepreneurial training,
technical assistance, exemptions from certain business taxes




and legal requirements (e.g., an exemption from social security
contributions in France), and preferential access to business
loans and grants from sources outside the program.2

Two_Program Models: Great Britain and France

The two largest European self-employment programs are those

in Great Britain and France, and these programs provide two
alternative models of how a self-employment program for '
unemployed workers might be structured. The French Chomeurs
Createurs ("Unemployed Entrepreneurs") program psovides
participants with a self- employment allowance in a single
lump-sum payment ranglng from a minimum of 10,750 francs

(about $2,150) to a maximum of 43,000 francs (about $8,600) for
business start-up capital. 3  The amount of the lump-sum payment
varies by individual depending on the length of their previous
employment and how long they have been unemployed. In contrast,
the British program, the Enterprise Allowance Scheme, provides
participants with a weekly self-employment allowance payment of
(originally 40 pounds, or approximately $76), in place of their
regular unemployment-benefits.4 This weekly payment continues
for a year while participants are developing and operating
their businesses. (The British program recently introduced a
"number of significant. changes in program design, including more
flexible benefit amounts, new training arrangements, and new
management - structures )

Both the French and the British self- employment programs
provide participants with some additional supportive services,
although such assistance is fairly limited. The French
Chomeurs Createurs program has relied almost exclusively on
existing service providers, such as local Boutiques de Gestion
("management shops"), to provide business counseling and
entrepreneurial training to program participants. This
reliance on existing services means that there tend to be wide
variations in the type and quality of services available to
participants depending on the particular locality. To address
this situation, the French program introduced a management
advice voucher, which can be used both in the public managemént
shops or with private advisors to obtain business counseling,
accounting, and other profe551ona1 services at substantially
reduced rates,

The British Enterprise Allowance Scheme has also relied
primarily on existing service providers, and the types and
quality of available services also tend to vary by locality.
One service available to all program participants was free
business counseling (up to three individual sessions), which
was orignially provided by a national agency, the Small Firms
Service. The British program also includes a one-day :
"awareness" session that provides potential participants with
basic information about the steps involved in starting a
business. However, since the Small Firms Service actually
provided very little counseling to participants, the overall
level of business assistance was minimal. In an attempt to




enhance available business assistance, the British program
funded the creation of more than 300 local enterprise agencies
(LEAs), which provide participants with business training,
counseling, and technical assistance. The British also tried
piloting "Enterprise Clubs" and "Enterprise Evenings," regular
meetings of participants to provide more intensive counseling
and access to a peer support network of fellow entrepreneurs.
(It does not appear that these peer support meetings were ever
adopted nationwide).

Both the French and British programs have enrolled large
numbers of participants (although these enrollments have
declined somewhat in recent years) and assisted them in
becoming and remaining self-employed. Chomeurs Createurs
enrolled 72,000 participants in 1986, its peak enrollment year
to date, and enrolled an estimated 55,000 participants in
1989. The Enterprise Allowance Scheme exceeded 100,000
participants in 1987 and 1988, declining to an estimated 80,000
participants in 1989.8 These figures amount to between 2.5
and 4.5 percent of the unemployed workers in each country.?
Approximately 53 percent of participants in the French program
and 57 percent of British participants were still in business
three years after enrollment in a self—employment program,

Finally, both self-employment programs appear to have had

a substantial impact on economic activity and employment
generation. As of 1988, the French program accounted for
between 20 and 25 percent of all new businesses started in
France.ll At its peak enrollment level in 1987, the British
program accounted for aggroximately 20 percent of new business
starts in that country. Both programs also appear to have
generated a substantial number of jobs, primarily in the form
of self-employment for the new business owners. For example,
the British program created a total of 114 jobs for every 100
new businesses that survive for at least one year.l3 It should
be noted, however, that these figures represent gross impacts;
little information is available on the net impacts of these
self-employment programs.

The Western European Influence on U.S. Perspectives

The experience of the Western European countries with
self-employment programs for the unemployed has attracted
considerable interest in the United States in the last several
years. In June 1987, the National Governors' Association and
the Corporation for Enterprise Development (CfED), a non-profit
group based in Washington, D.C., convened a national conference
on self-employment, reflecting the attention that was then
beginning to focus on self-employment programs for the
unemployed. ' This conference featured presentors from the
British, French, and Canadian self-employment programs, who
spoke about the experiences with self-employment in their
countries. Potential target groups for self-employment
programs in the U.S.--ranging from Unemployment Insurance (UI)
recipients to dislocated workers to welfare recipients--were
also discussed at the conference.




The German Marshall Fund of the United States also played an
important role in disseminating information about the Western
European experience with self-employment programs for the
unemployed. The German Marshall Fund sponsored three trips to -
Western Europe that provided U.S. policymakers and program
operators with first-hand exposure to European self-employment
programs. The first of these three trips, in 1984, looked at a’
range of employment and training issues from a broad policy
perspectlve, including the self- -employment option. The second
trip, in 1987, focused specifically on self-employment policies
and programs, including how these programs might be tranferred
to the U.S. environment. The third trip, in 1988, focused on
the nuts and bolts of implementing self-employment programs for
the unemployed, including onsite visits to local offices to
observe program activities and talk w1th program staff and
participants.

Responding to thls interest, the U. S. Department of Labor (DOL)
sponsored a study examining the feasibility of self- ~employment
as an option for assisting a number of different target groups.
This study, known as FIRMSTART, was carried out by the States '
of Massachusetts, Michigan, and New Jersey, with assistance

from the Corporation for Enterprise Development. The FIRMSTART -

study examined model self- -employment programs from Western
Europe, explored policy and program des1gn issues involved in
developing self-employment programs in the United States, and
attempted to identify barriers to transferr1ng Western European
program models to the U S env1ronment 14 :

Thus, the experlences ‘of Western European countries with
self-employment programs for the unemployed have acted as a
catalyst to spark interest in self- -employment as an alternatlve,
option for the: reemployment of unemployed workers in the United
States. However, even prior to this occurrence, the U.S. had
already been quite supportlve of small business and this support
has recently been growing further. 1In the next section, we
will explore the self-employment option in the context of the
economic and social environment of the United States.




IIT THE SELF-EMPLOQYMENT OPTION IN THE U. ENVIRONMENT

verview: The American Emphasi n In ivi 1 Initiativ

The United States has had a long and robust history of
encouraging individual initiative and recognizing individual
achievements. The nation began as a society of small farmers,
artisans, and shopkeepers, where individuals were expected to
be self-supporting. If people were not satisfied with their
standard of living, they had the option of moving westward

to seek their fortune on the expanding frontier, where the
opportunities seemed limited only by one's own abilities and
willingness to work.

With the coming of the Industrial Revolution, the emphasis on
individual initiative came with it into the business world.

The idea that 1nd1v1duals, through hard work and personal
sacrifice, could rise from poverty to become "Captains of
Industry" became deeply rooted in American culture and society.
The Horatio Alger "rags to riches" stories popular in the early
1900's are a testament to Americans' belief in the power of
individual initiative.

Although tempered somewhat by the experience of the Great
Depression and the social "safety net" that it spawned, the
traditional American emphasis on self-reliance and individual
initiative remains strong today. 1In this environment, starting
a business is typically viewed in a very positive light.
According to a national survey, over 90 percent of American
adults would apgrove of their children going into business

for themselves. In fact, entrepreneurship has often been
glamourized in the United States, with a substantial amount of
media attention devoted to successful business owners. This
situation may have reached its zenith in the 1980's, when
successful entrepreneurs such as Donald Trump and Steve Jobs
frequently were cited as national symbols of individual
achievement.

The U.S. Economy and Self-Employment in the 1980's

During the 1980's, the U.S economy enjoyed a long period

of uninterrupted economic growth. Following the 1982-83
recession, U.S. Gross National Product (GNP) grew an average

of between 3 and 4 percent per year through 1989. Inflation
remained under control during the economic expansion, averaging
between 4 and 5 percent over the reminder of the decade.
Unemployment rates, which peaked at over 10 percent in early
1983, remained at nearly 7 percent through 1986, but declined
markedly thereafter to stabilize at just over 5 percent by 1988.

In this environment, self-employment increased significantly
during the 1980's. According to the U.S. Small Business
Administration (SBA), the number of self-employed workers in




the U.S. rose from 5.99 million individuals in 1981 to

6.46 million in 1985.16 1In 1985, 9.1 percent of all
non-agricultural workers were engaged in self—employment.17
This figure, however, does not include those individuals who
work full-time in wage and salary employment, but own their
own businesses on the side. For example, data from'a 1983
Census Bureau survey indicates that 1.9 percent of employed
individuals also owned their own side businesses during that
year; the Current Population Survey (CPS) put this figure at
3.0 percent for the same year.l8

Another way of measuring self-employment is to look at data
on sole proprietorships. Since most of the microbusinesses
started by self-employed individuals are formed as sole
proprietorships, data on these businesses provides a rough
indication of the magnitude of growth in business ventures:
owned and operated by the self-employed. According to SBA,
the number of nonfarm sole proprietorships rose from 9.3
million to 13.8 million between 1981 and 1989--an increase
of 48.4 percent.l9

During the 1980's, the vast majority of the microbusinesses
owned by self-employed individuals were in the large and
expanding service sector of the economy, where costs for the
initial capitalization of the business tend to be relatively
low. According to a 1986 SBA report, 42.7 percent of the
self-employed had businesses in the services industry, 21.3
percent were in retail trade, and 7.0 percent were in finance,
insurance, and real estate. Self-employment was also strong in
the construction industry, which accounted for 15.3 percent of
all businesses owned by the self-employed.2

Entrepreneurial "Spirit": New Business Formation and Survival

The United States possesses a dynamic economy, with new
businesses constantly being born, growing, declining and
dying. According to Dun and Bradstreet, a primary source

of U.S. business data, between 1985 and 1987 about 240,000
business starts and 60,000 business failures occurred each
year.2l To fully understand the self-employment option in the
U.S. context, it is helpful to have some knowledge of how new -
businesses are formed, the characteristics of those businesses,
and their chances of survival over time.

A 1990 national survey of 2,994 new businesses by the National
Federation of Independent Business (NFIB) sheds some light on
how new businesses are formed.: (On average, the firms surveyed
in this study had been in business less than one year at the
time of the initial survey). Most of these new businesses

were in the service sector, primarily in the retail trade (46
percent) and services (19 percent) industries. Most of these
businesses (64 percent) had been started by the current owner,
although a substantial minority (30 percent) purchased an




existing business. These new businesses also tended to be very
small on average: about 50 percent of them started operations
with two employees or less, and only 10 percent began with ten
or more employees.

Most of the new businesses in the NFIB survey started with very
little capital investment; nearly half were capitalized with
$20,000 or less. The primary source of startup capital for
those new businesses is the owner's personal resources; 75
percent of owners used their savings to finance at least part
of their business startup costs and 25 percent financed all
startup costs themselves. Other sources of startup capital
were financial institutions, which provided some capital to 45
percent of new businesses, and the owner's friends and
relatives, who provided some capital for 31 percent of new
businesses.

The new business owners surveyed appear to have made up for
that low initial financial investment with human capital
provided by themselves and their families. For one thing, new
business owners tended to have more education and training than
the general population; 58 percent of new owners had at least
some college education and 57 percent had some vocational or
professional training. For another, new owners tended to have
previous managerial or supervisory experience: 81 percent
reported having such exgerience and 26 percent had previously
owned another business. In addition, most of the new owners
(53 percent) worked more than 60 hours per week in the business
and about half of them reported that there were unpaid fam11y
members working for the business as well. 25

Contrary to popular belief, new businesses tend to survive for
substantial periods of time. Data from SBA's Small Business
Data Base indicates that 76.3 percent of all businesses were
still operating two years after the business was founded and
48.3 percent of them were still in operation after four years
in business.26 The survival rates from the NFIB survey are
even higher: 77 percent of the new_businesses surveyed were
still operating after three years.27 (It should be noted that,
since the average NFIB survey respondent had been in business
for 11 months at the time of the initial survey, these results
may not include some businesses failures that occurred prior to
that time).

However, as the NFIB study notes, "survival was not synonymous
with growth."28 only 37 percent of those businesses generated
additional jobs durlng the three-year period, and only 11
percent of the surviving businesses were identified as "growth
firms. (The NFIB study defined "growth firms" as businesses
that increased their employment by 50 percent or more, with a
minimum increase of four employees).2? Nevertheless, while
most of the new businesses did not generate additional jobs
over the three-year period, well over half of the surviving
firms reported increased assets in their second and third years
of business operations.




Small Business Contributions to the U.S. Economy

The contributions of small business to the American economy are
substantial and continue to grow. Small businesses have been
major contributors to economic growth, both in terms of the
generation of wealth and the creation of new jobs. According
to SBA, one-half of all of the non-agricultural gross product
originating (GPO) in the U.S. comes from small businesses (GPO
measures "gross output by sources located within a country's
borders”). 1’_In terms of the economic contribution of ,
microbusinesses in particular, available data is-very limited;
however, SBA data on the earnings of sole proprietorships
(which, as described above, can serve as a rough proxy. for
microbusinesses) provide some indication of the magnitude of
this contribution: nonfarm sole proprietorship earnings .
doubled from $160.2 billion in 1980 to $324 billion in 1988,.32
In 1989, as U.S. economic growth slowed and corporate profits
actually declined by 8.3 percent, nonfarm proprietorship =
earnings still increased by 6.2 percent during the year.33

Small businesses have made a particularly strong contribution
to the economy in terms of job creation--particularly the
smallest firms. Small businesses that had fewer than 20
employees increased their total employment by 38.7 percent
between 1980 and 1986, nearly triple the average of 13.0
percent for all businesses during the same period.34 And
even these figures may understate the true contribution of
microbusinesses to job growth. According to a study by

David Birch of the Massachusetts Institute of Technology, a
recognized expert in small business research, businesses with
less than 20 employees were responsible for 88 percent of the
net jobs created in the United States between 1981 and 1985.35

Clearly, small businesses in general--and microbusinesses in
particular--have made an impressive contribution to economic
growth and job creation in the United States over the last
decade. This contribution has attracted the attention of
government policymakers from two different perspectives-~those
policymakers whose primary interest is in promoting economic
development and also those who are primarily concerned about
generating employment. In the next section, we will explore
the implications of these two perspectives on the government's
role in promoting self-employment.
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IV THE GOVERNMENT'S ROLE IN PROMOTING SELF-EMPLOYMENT

Overview: The U.S. Tradition of Small Busine Assistance

Given the contribution of small businesses to economic growth
and job creation in the United States, it is not surprising
that there have been substantial efforts made by Federal,
State, and local governments to encourage the formation and
growth of small business ventures. The Federal role in
supporting small business dates back to at least 1953, when the
U.S. Small Business Administration (SBA) was formed. Since
that time, the SBA hasyspawned several different organizations
with a variety of programs designed to assist small business.
SBA supported the creation of a national network of State Small
Business Development Centers (SBDCs)--cooperative ventures
among SBA, the States, and colleges and universities--which
provide business training, business counseling, and hands-on
technical assistance to small business owners. The Service
Corps of Retired Executives (SCORE) is a national volunteer
organization that works closely with SBA and many State SBDCs;
SCORE links small business owners with retired businesspersons
who can provide them with expertise on specific business issues
and problems. The SBA also has guaranteed loan programs and
programs targeted to the needs of specific groups, such as
minorities and women. ‘

For the most part, government assistance to small business has
traditionally been focused on larger firms within the small
business sector. A good illustration of this point is the
"small business" definitions used by the SBA. SBA's Office of
Advocacy uses two standard definitions of small businesses:

(1) firms with under 100 employees, or (2) firms with under 500
employees; which definition is actually applied depends on the
specific industry being studied.37 Both of those definitions,
however, provide a clear indication that what are considered to
be "small" businesses can actually be quite large compared to
microbusinesses.

While there may be a number of reasons for this traditional
focus on larger firms within the category of "small business",
perhaps the primary reason is that government assistance to
small businesses has typically been designed to promote
economic development. For most of the twentieth century, it
has been a commonly accepted notion that large corporations are
the primary source of economic growth and job creation. By
focusing the limited amount of available assistance on larger
business start-ups and existing small businesses with greater
potential for growth, the Federal Government could expect to
maximize its impact on both overall economic growth and job
creation and minimize its transaction costs. (The costs
associated with processing loan applications, for example, are
the same regardless of the size of the business). States and
localities have also traditionally focused their economic
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'dévelopment efforts on larger businesses, primarily in the form
of tax and other incentives for firms that agree to relocate to
or expand their facilities in a particular geographic area.

Changing Perceptions of Small Business

Over the last decade or so, however, public perceptions of
small business and its contribution to the U.S. economy have
changed rather dramatically. A good deal of the current _
interest in small businesses, particularly microbusinesses,
can be traced back to a landmark study, The Job Generation
Process, by David Birch of MIT. This study found that more
than three-quarters of the net new jobs in the U.S. were
created by firms with less than 20 employees.38 This rather
startling finding directly challenged the widely-held belief
that large corporations were the primary source of new jobs.
Since that time, Birch's results and methodology have been
hotly debated, and there is still little agreement on specific
"microbusiness job creation figqures. Nevertheless, there does
appear to be general agreement on one point: small businesses
have become the primary source of job growth in the U.S.

This new focus on microbusinesses has, in turn, led to some
relatively dramatic changes in both the perception and the
reality of what is necessary to start a business with a
reasonable chance of success. A number of factors act to
minimize the financial investment and managerial expertise
required to start a microbusiness. The start-up capital
required for a microbusiness venture is far less than that
considered necessary for traditional small businesses; as we
saw in Section III, 50 percent of all new businesses in the
NFIB survey started with an initial capital investment of
$20,000 or less. A major reason for these low start-up costs
is that microbusinesses are often run out of the owner's home,
and therefore, these "home-based” businesses tend to have low
overhead costs. Many microbusinesses also have no paid
employees other than the owner-operator, and thus none of

the additional recordkeeping or taxes associated with them.
Finally, since microbusiness ventures are typically sole
‘proprietorships, the legal and accounting requirements
associated with operating such businesses are fairly modest
(and certainly much less than similar requirements for an
incorporated business).

A New Focus: Self-Employment as a Reemployment Tool

The recognition of both the contribution of microbusinesses to
the creation of employment opportunities and the relatively
modest financial and managerial requirements of self-employment
‘have generated interest among U.S. policymakers in using
self-employment as a tool for assisting unemployed workers to
return to productive employment. The purpose of a government
program to promote self-employment as a reemployment option
would be to help unemployed workers to create their own ijobs by
starting their own microbusinesses.

12,




Interest in self-employment as a reemployment option has arisen
from a variety of sources. One important source has been the
the European experience with self-employment programs for the
unemployed, which was reviewed earlier in this paper. Another
is the recognition that one likely target group for such a
program, dislocated workers (workers who have been permanently
laid off from their previous jobs due to structural economic
changes in an industry), are already using self-employment as a
means of returning to work. According to a January 1988 BLS
survey of dislocated workers, approximately 7 percent of those
dislocated workers who had become reemployed were self-employed
on a full-time basis.39 This situation indicates that there
may be significant potential for using self-employment to
assist at least some portion of the unemployed in returning to
productive employment.

In recent years, State and local governments have initiated
several programs designed to provide self-employment training
and support to assist disadvantaged individuals. The U.S.
Department of Labor (DOL) has also funded self-employment
assistance for dislocated workers through the Job Training
Partnership Act (JTPA); in 1986, for example, 8 of the 90
dislocated worker projects funded from the Secretary of Labor's
Title III reserve account included an entrepreneurial training
component.40 These programs are typically small in scale and
targeted to specific communities and/or populations (e.qg.,
dislocated workers). Unlike more traditional small business
programs, the purpose of these programs is, first and foremost,
to promote the reemployment of unemployed individuals through
self-employment.

The interest in self-employment programs for the unemployed has
also spawned several demonstration projects designed to test
the self-employment option for various target populations. 1In
September 1987, the U.S. Department of Labor initiated a
research demonstration project in the State of Washington to
test the cost-effectiveness of a self-employment option for
unemployed workers who are UI recipients. This project was
designed to test a self-employment program that provides
unemployed workers with a one-time, lump-sum payment for
initial capitalization and start-up of new business ventures,
similar to the French Chomeurs Createurs program.

In December 1987, the Congress enacted legislation, Section
9152 of the Omnibus Budget Reconciliation Act of 1987
("Demonstration Program to Provide Self-Employment Allowances
to Eligible Individuals"), that authorized the Department of
Labor to proceed with self-employment demonstration projects in
additional States. 1In accordance with this legislation, DOL
has proceeded with a second self-employment demonstration
project in the State of Massachusetts targeted towards UI
recipients who are are likely to exhaust their UI benefits and
become long-term unemployed. The Massachusetts Project was
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designed to test a self-employment program that provides
unemployed workers with a series of periodic (biweekly)
payments to provide an income stream during while they are
in the early stages of business development and operations,
similar to the British Enterprise Allowance Scheme program.

Taken together, the demonstration projects in Washington State
and Massachusetts comprise a major DOL research initiative--the
Unemployment Insurance Self-Employment Demonstration--that is
designed to empirically test the self-employment option for
unemployed workers. This initiative is discussed-—in detail in
Section V.

In addition to the DOL-sponsored demonstration projects, the
Corporation for Enterprise Development is coordinating a third
demonstration project, called the Self-Employment Investment
Demonstration. This demonstration is also testing the ' ’
self-employment option, but for a different target population:
recipients of social welfare benefits in the Aid to Families
with Dependent Children (AFDC) program. Under this
demonstration, regular welfare requirements are being waived to
allow participants to continue collecting AFDC payments,
Medicaid, and possibly also Food Stamps. Participants in this
project will also receive substantial business development
services (e.g., training) and personal support services (e.g.,
child care), as well as access to seed loans for capitalizing
the new business. The Self-Employment Investment Demonstration
is being conducted in five States: 1Iowa, Maryland, Michigan,
Minnesota, and Mississippi.4l

As we have seen, the idea of self-employment as a reemployment
option for unemployed workers has attracted considerable
interest and attention from Federal and State policymakers
across the country. However, an important question is: Which
populations could benefit most from the availability of the
self-employment option? The next section reviews possible

target populations for a government- sponsored self-employment
assistance program.
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V. ALTERNATIVE TARGET POPULATIONS: WHO SHOULD BE SERVED?

Thus far, this paper has focused on self-employment as an
option for unemployed workers in general. However, there are
several specific target populations, including both the
unemployed and individuals who are currently out of the labor
force, for whom self-employment might be a viable employment
option. While it is not our purpose to get into an extensive
discussion of the pros and cons of targeting self-employment
assistance to each of these particular groups, this section
will briefly review the range of potential target populations
that seem most likely to benefit from the availability of a
self-employment option.

A wide range of groups have been identified as possible
target populations for a self-employment program. While a
self-employment option could potentially benefit a wide range
of groups, the following populations appear to be the most
likely candidates for a self-employment assistance program:
Unemployment Insurance recipients, dislocated workers, older
workers, Aid to Families with Dependent Children (AFDC)
recipients, and "at-risk" youth. Each of these groups is
discussed below. ;

One possible target population for the self-employment option
is Unemployment Insurance (UI) rec1p1ents. UI recipients are
unemployed workers who possess a 51gn1f1cant amount of work
experience, which qualifies them to receive Unemployment
Insurance benefits. New entrants and reentrants into the labor
force or individuals who have had short-term jobs are not
likely to be UI recipients. For UI recipients, self-employment
can serve as an alternative route to reemployment. UI
recipients appear to be particularly promising group for the
self-employment option, primarily due to their previous work
experience. An SBA study has determined that work experience
is a critical factor in entering self-employment; individuals
who have been working longer are more likely to have both the
experience and assets necessary to go into self—employment.42

Another potential target population for the self-employment
option is dislocated workers. Dislocated workers are
individuals who have been permanently separated from their
previous jobs due to structural economic changes in a
particular industry or firm. Typically, these workers have
lost their jobs as a result of plant closings, mass layoffs, or
similar actions. Like UI recipients, dislocated workers tend
to have substantial previous work experience. 1In fact, the
vast majority of dislocated workers are UI recipients;
according to a Bureau of Labor Statistics (BLS) survey, 81
percent of those dislocated workers still unemployed after
five weeks recelved UI benefits during their spell of
unemployment. 43 pue to their substantial work experience,
dislocated workers also seem to be particularly strong
candidates for self-employment. There also appears to be a
substantial degree of interest in self-employment among
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dislocated workers: as mentioned earlier, about 7 percent of
those dislocated workers that were reemployed by the time of
the BLS survey were engaged in self-employment on a full-time
basis.

Older workers represent a third potential target population for
the self-employment option. Older workers are typically
defined as persons age 55 and over, and, in this case, who are
also in need of employment assistance. (It should be noted
here that different agencies use different age criteria to
determine who is defined as an "older worker.") _Studies have
generally indicated that older workers are less likely to start
new businesses than their middle-aged counterparts; for
example, only 11 percent of all businesses in the NFIB study
were owned by workers age 50 compared to 63 percent for
jndividuals between 30 and 49 years o0ld.44 At the same time,
however, the NFIB study also indicated that owner age is
positively related to business survival: business owned by
older individuals were more likely to survive.45 oOlder workers
also tend to have substantial employment experience, which (as
described above) is an important asset for self-employment.

A fourth potential target population for the self-employment
option are AFDC recipients. AFDC recipients are adults who are
enrolled in the Aid to Families with Dependent Children (AFDC)
program, a social welfare program that provides income support
and other assistance to disadvantaged families. The goal of
providing a self-employment option for AFDC recipients would be
to promote self-sufficiency through self-employment. This may
be difficult since, while adult AFDC recipients have an average
of 10.8 years of formal education, the majority are not high
school graduates and over one-fourth have no work experience.46
This lack of education and work experience, plus some AFDC
program regulations (e.g., those that require reduction in AFDC
benefits based on AFDC recipients' earnings), constitute
significant barriers to self-employment for this population.
Nevertheless, according to the FIRMSTART study, about 18,000
AFDC recipients are already engaged in self_employment.47 To
overcome these and other barriers to self-employment among AFDC
recipients will require a program design that provides
substantial support and is sensitive to the special needs of
this target population. '

"At-risk"” youth are a fifth potential target population for the
self-employment option. For the purposes of this discussion,
at-risk youth are defined as "youth in poor communities and
from poor families who are not doing well in school or who have
dropped out and whose behaviori:and/or background serve as
predictors for dependency."48 The age range used to define
this group (like the age range used to define older workers)
varies, although it typically encompasses individuals who are
between 16 and 25 years o0ld. For at-risk youth, self-
employment represents an alternative route into the work force,
and, in some cases, a legitimate alternative to the underground
economy. However, the age, education, and work experience
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factors that work in favor of some of the other groups all work
against this population. Like programs for AFDC recipients, a
program offering the self-employment option to at-risk youth
will need to take into account the special needs of this
population.

The five potential target populations for a self-employment
assistance program discussed in this section are by no means an
exhaustive list of groups that could potentially benefit from
the availability of the self-employment option with government
support. However, the five populations discussed in this paper
appear to have generated the greatest interest among
policymakers to date.

In order to determine whether self-employment is a viable
option for these target populations, it is first necessary to
test program options for providing self-employment assistance
to these populations. In the next section, we turn our
attention to two research demonstration projects that are
currently testing self-employment as a reemployment option for
the unemployed: the Unemployment Insurance Self-Employment
Demonstration projects.
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VI TESTING THE ELF EMPLOYMENT OPTION: THE UNEMPLOYMENT -
IN RANCE SELF-EMPLOYMENT DEMONSTRATION PROJECTS

Overview

‘The Unemployment Insurance (U1) Self Employment Demonstration
is a research demonstration initiative designed to test the
viability of self-employment as a reemployment option for
unemployed workers. The UI Self-Employment Demonstration is
testing the provision of self- -employment allowance payments--
which provide unemployed workers with business capital based on
an their entitlement to unemployment benefits--for the first
time in the United States. These experimental projects,
which are being implemented in . .the States of Washington and
Massachusetts, will determine the cost-effectiveness of
providing self-employment ass1stance,to interested UI
recipients to help them start their own microbusiness
ventures. :

The UI Self- Employment Demonstration was 1n1t1ated by the U.S.
Department of Labor (DOL) in September 1987 with the selection
of Washington State as the site of the demonstration project,
and the funding of a cooperative agreement between DOL and the
State. In December 1987, the Congress enacted legislation,
Section 9152 of the Omnibus Budget Reconciliation Act of 1987,
that authorized DOL to proceed with UI self-employment

- ‘demonstration projects in additional States. In accordance
with this legislation, DOL has proceeded with a second
self-employment project in the Commonwealth of Massachusetts.

The UI Self-Employment Demonstration projects are providing .
interested claimants with self- -employment assistance, including
both financial assistance--termed "self- employment allowance"
payments--and also business development services, such as
entrepreneurial training, business counseling, and technical
assistance. The demonstration projects feature two different
experimental designs testing two distinct types of self-
employment allowances: (1) lump-sum payments, equal to the
total amount of the worker's remaining UI benefits, to help
with initial capitalization of the business, and (2) biweekly
payments, equal to the claimant's regular UI benefit check, to
provide individuals with supplementary income during the
initial period of business planning and operations.

The UI Self-Employment Demonstration projects are both designed
to serve a unemployed workers who are UI recipients. However,
the two projects are targeted on somewhat different groups of
UI recipients. The Washington Project is designed to serve a
broad population of UI recipients, excluding only those
individuals who have immediate prospects for returning to

work. The evaluation of the Washington Project will also look
at policy-relevant UI recipient subpopulations, including
dislocated workers and older workers.
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The Massachusetts Project, on the other hand, is targeted more
narrowly. In accordance with the authorizing legislation for
this demonstration, the Massachusetts Project is designed to
serve a subpopulation of UI recipients who are determined to be
likely to exhaust their UI benefit entitlement. Typically,
these are individuals who fit the mold of dislocated workers:
they are permanently separated from their previous jobs.

The UI Self-Employment Demonstration projects are research
projects that use "experimental" designs. That is, targeted
Ul recipients identified by the pro;ect are assigned at random
by a computer to a group that receives demonstration services
(the "treatment" group) and a comparlson group that does not
receive the demonstration services (the "control" group). The
purpose of using this random assignment process is to ensure
that any differences between the "test" and “control" groups
are the result of the service option being tested and are not
caused by outside (unrelated) events. The differences between
these two groups on any outcome variable of interest (e.g.,
earnings) are then used to measure the net impact of the
demonstration on participants for the project evaluation.

The remainder of this chapter will review the designs for the
Washington and Massachusetts demonstrations; early results ‘
from each project; the evaluation design that will be used to
evaluate those two projects; and how the evaluation results
will feed into the process of developing U.S. policy regarding
a self-employment option for unemployed workers.

The Washington Self-Employment Demonstration Project

The Washington Self-Employment Demonstration Project, known as
“The SEED Project," is the first of two projects being conducted
under the UI Self- Employment Demonstration. This demonstration
project is testing the prov151on of financial assistance plus
business development services to unemployed workers to assist
them in starting their own microbusinesses. In terms of
financial assistance, the Washington Project has been testing
the provision of lump-sum, self-employment payments to project
participants to provide them with seed capital for business
startup.

The Washington Self-Employment Demonstration Project is a
cooperative effort involving the U.S. Department of Labor, the
Washington Employment Security Department, and the Business
Assistance Center of the Washington Department of Trade and
Economic Development. The project is currently operating in
six sites around the State: Vancouver, Everett, Olympia,
Seattle, Wenatchee, and Yakima.

The Washington Project is a research demonstration based on

an experimental design with random assignment of interested,
eligible claimants to a treatment group, which receives
demonstration self-employment assistance, and a control group,
which does not. 1In order to be eligible to participate in the
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Washington Project, an individual had to meet the following
criteria: be an unemployed worker eligible to receive UI
benefits in the State; be filing a new UI claim (i.e., they
were not unemployed in the previous 12 months); have no
immediate prospects for wage and salary employment (they are ,
not subject to recall by their pre-layoff employer or placement'
by their union); and be 18 years of age or older.

Individuals who meet the basic ellglblllty criteria for the
demonstration are sent a letter inviting them to attend a short
orientation session (called an "Awareness Day").;,Thls session

provides claimants who express an initial interest in self-

employment with information about the pro:ect and about the
pros and cons of self-employment. Individuals who attend the
session and are still interested in pursuing self-employment
on a full-time basis are invited to submit an application to
participate in the project. These applications are then
reviewed by the Washington Employment Security Department for
timeliness, completeness, and to make certain that the
individual has a clear business idea.

Indlv1duals who attend thelr'scheduled orientation session and

'submit a timely, complete application form are eligible for

random assignment to the treatment and control groups. These
individuals who are randomly selected into the treatment group
become project participants and receive demonstration
self-employment assistance. This assistance includes both
self-employment allowance payments and services designed to

~assist them in developing and establishing their new business.

As soon as individuals are selected into the treatment group,
the UI program requirement that they search for wage and salary
employment is waived, and these participants may begin working
on self-employment activities. Within two weeks of selection,
participants are required to attend a self-employment training
seminar on the fundamental issues involved in starting a :
business. The one-week seminar consists of four separate
courses, or "modules," covering the following topics: business
planning and feasibility, marketing, finance and accounting,
and organization and management. At the beginning of the first
training module, the trainer informs participants of their
rights and responsibilities as a demonstration participant, and
claimants sign a participation agreement which spells out the.
conditions required for participation in the project.

Following the training seminar, a business development
counselor is assigned to work with each participant throughout
the process of planning and establlshlng their business. The
business development counselors, who also conduct the training
modules, provide participants with additional services designed
to assist them in developing and operating their business.
These services include: individual business counseling;
assistance in developing a business plan; monthly meetings of
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an "Entrepreneur Club", which provides additional training and
peer support; and hands-on technical assistance in solving
specific problems related to their business. Participants may
request additional counseling or other services at any time at
no cost to them.

Demonstration participants also receive financial assistance in
the form of self-employment allowance payments. In the
Washington Project, participants will receive weekly UI benefit
payments while attending training and working on starting their
businesses. Participants who meet all established goals for
business startup--called business "milestones"--will receive a
one-time lump-sum self-employment payment equal to the amount
remaining in their UI benefit entitlement (an average of $4,200
per claimant, up to as much as $7,400). This structure provides
participants with a strong incentive to complete their business
start-up preparations as rapidly as possible, since the amount
of the lump-sum payment is determined by the amount remaining
in their UI benefit entitlement. The funds from the lump-sum
payment may be used either for business start-up capital and/or
to meet their basic living expenses during the start-up period.

In order to qualify for a lump-sum payment, participants must
meet the following five milestones: (1) complete the four
training modules; (2) develop an acceptable business plan; (3)
set up a business bank account; (4) satisfy all Federal, State,
and local licensing requirements; and (5) obtain adequate
financing for the proposed business (based on the financial
requirements for the business outlined in the business plan).
Attainment of these milestones is determined by the
participant's business development counselor based on a formal
review, using guidelines set forth in the operational
procedures manual for the demonstration. If the business
development counselor determines that all milestones have been
met, they sign a form certifying that the participants are
eligible to receive a lump-sum payment, and send this forward
to the State central office. The State central office then
checks the participant's records, and, if appropriate,
authorizes the lump-sum payment.

Participants continue to receive counseling technical
assistance after business startup, depending on their
individual needs. Then, about two months after the lump-sum
payment has been made, the business development counselor will
conduct a formal review of the status of the participant's
business operations. This review is designed to identify any
areas where the participant may need additional assistance, as
well as to provide information for the project evaluation.50
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Washington Project: Process Results

The Washington Self-Employment Demonstration Project began
operations on a pilot basis in one local site, Vancouver, in
September 1989, and began operations in five additional sites
in February 1990. Enrollment of participants into the
demonstration project ended in October 1990, and project
operations ended in March 1991. 1In total, 755 claimants
were selected into the treatment group over the life of the
demonstration, with a roughly equal number of claimants
selected into the control group. -

While it too early to determine the experimental impacts of

the Washington demonstration, process data on the demonstration
is available on the automated management information system
developed for the project. The automated system, called the
Participant Tracking System, provides information on the flow
of claimants though key demonstration activities, the
characteristics of demonstration participants (e.g, age, race,
sex, educational level, etc.), and information about their
business idea and the status of their business operations.

Project operations for the Washington SEED Project have now
been completed. Based on data from the automated Participant
Tracking System (PTS) developed for the project, current
statistics on the flow of claimants through project intake
activities, leading up to random assignment, are as follows:

(o} 42,350 UI claimants were sent a letter inviting them to
attend a project orientation session;

(o) 3,167 of those invited claimants attended an
orientation session;

o 1,932 claimants submitted a project application; and

0 755 claimants were randomly selected into the treatment
‘group and 752 claimants were randomly selected into the
control group (427 claimants who submitted applications
were not eligible for selection for various reasons).

As the above statistics indicate, only 7.5 percent of all
claimants invited to participate in the project have expressed
an initial interest in self-employment by attending an
orientation session. However, 61 percent of those claimants
who attended an orientation session submitted an application to
participate in the demonstration, and 78 percent of claimants
who submitted a project application were eligible for random
assignment. Overall, 3.6 percent of all invited claimants were
randomly assigned into the treatment and control groups.

A total of 755 claimants were randomly assigned into the

treatment group during the life of the demonstration. In terms
of their demographic characteristics, treatment group members
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were predominantly white (92 percent); male (67 percent);
middle-aged (39.5 years of age on average). In general,
project participants had some education beyond high school

(an average of 13.8 years of formal education), and often had
been in professional, technical, or managerial occupations

(37 percent). These statistics are quite comparable to those
of the French and British self-employment programs, although
the participation rates for women are somewhat higher in the
Washington Project than in those programs. For example, in the
French program, program participants were 78 percent male and
22 percent female, and 82 percent of participants were between
25 and 49 years of age.51

UI recipients assigned to the treatment group become
demonstration participants and are eligible to receive the
self-employment assistance provided by the demonstration
project. Based on data from the automated system, receipt of
self-employment assistance by project participants was as
follows:

o 630 project participants (claimants who were selected
into the treatment group) attended all four of the
business training modules;

o 1,613 counseling sessions were held with participants
-—about 2.5 counseling activities for each active ,
participant--providing them with a total of 1,130 hours
of business counseling and technical assistance; and

o} 464 participants attended entrepreneur club meetings,
an average of less than one meeting per participant.

Over the entire period of demonstration operations, a total
of 450 participants received lump-sum payments to start their
businesses; this means that about 60 percent of all treatment
group members actually started their own businesses. These
lump—sum, self-employment payments averaged $4,282 per person,
ranging from a low of $561 to a high of $7,380. The total
amount of lump-sum payments made to eligible participants was
$1,905,280.

The small businesses started by project participants were
primarily in the following industries: Services (53.5
percent), Manufacturing (13.1 percent), Retail Trade (12.3
percent), Construction (8.0 percent) and Wholesale Trade

(5.8 percent). The surprising finding in terms of the

types of businesses is the relatively large number of (mostly)
small-scale manufacturing businesses started by participants.
Typical service businesses started by participants include
computers and software development, accounting and bookkeeping
services, residential building maintenance and janitorial
services, auto repair, food service, and day care. Typical
manufacturing businesses started include clothing, commer01a1
printing, and furniture/wood products.
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Massachusetts Self-Employment Demonstration Project

The Massachusetts Self-Employment Demonstration Project, known.
as "The Enterprise Project" is the second of two projects being
conducted under the UI Self-Employment Demonstration. Like the
Washington Project, this demonstration project is testing the
provision of financial assistance plus business development
services to unemployed workers to assist them in starting their
own microbusinesses. The type of financial assistance being
tested in Massachusetts is periodic (biweekly) payments, which
are designed to provide participants with income-support while
they are planning and establishing their businesses.

The Massachusetts Project is a cooperative effort involving
the U.S. Department of Labor, the Massachusetts Department of
Employment and Training, the Massachusetts Office of Business
Development, and several local business development agencies.
This demonstration project will operate for three years,

with five- to nine-month enrollment periods each year. The
Massachusetts demonstration began its first year of operations
in May 1990, and the enrollment of eligible claimants into the
demonstration ended in October 1990.

The Massachusetts demonstration began its second year of
operations in April 1991. The Massachusetts demonstration is
now operational in seven sites around the State: Greenfield,
Lowell, Milford, New Bedford, Roxbury (Boston), Springfield,
and Woburn. (Milford replaced Gloucester as a demonstration
site for the second year of project operations.) Second-year
enrollments of eligible claimants into the demonstration ended
in September 1991, although project operations will continue
through early next year. ' ’ :

The Massachusetts Self-Employment Demonstration Project is
based on an experimental design with random assignment of
interested, eligible claimants to a treatment group, which
receives demonstration self-employment assistance, and a
control group, which does not. To be eligible to participate
in the Massachusetts Project, an individual must meet the
following criteria: be an unemployed worker eligible to-
receive UI benefits in the State; be filing a new UI claim; be .
permanently separated from their previous job (they are not ,
subject to recall by their pre-layoff employer); be 18 years of
age or older; and be determined to be likely to exhaust their
entitlement for UI benefits. ‘

Like the Washington Project, individuals in the Massachusetts
Project who meet the basic eligibility criteria for the
demonstration are sent a letter inviting them to attend a short -
orientation session (called an "Information Session”). This -
session provides claimants who express an initial interest in:
self-employment with information about the project and also
about the pros and cons of being self-employed. Individuals
who attend the session and are still interested in pursuing -
self-employment on a full-time basis are invited to submit an
application to participate in the demonstration. These
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applications are then reviewed by an application review
committee, consisting of State staff and business experts,

for timeliness, completeness, and to make certain that

the individual has a clear business idea that is a full-time,
year-round venture that is legal, allowable under project
rules, and suitable for public funding. (Certain types of '
businesses are not permitted--e.g., businesses that do not meet
licensing, bonding, zoning, or similar requirements, businesses
where the participant is a partner in name only, etc.)

Individuals who attend an orientation session and submit an
acceptable application are eligible for random assignment into
the treatment and control groups. Those individuals who are
randomly selected into the treatment group become project
participants and are eligible to receive the self-employment
assistance provided by the demonstration.

As soon as individuals are selected into the treatment group,
they are required to contact a State local office staffperson
to set up an enrollment interview. The enrollment interview is
a one-on-one meeting with a local representative designed to
inform participants of their rights and responsibilities under
the demonstration project. At the interview, claimants sign a
participation agreement which explains the conditions required
for participation in the project. Once they have signed the
agreement, the UI program requirement that they search for wage
and salary employment is waived, and these participants may
begin working on self-employment activities full-time.

Within two weeks of selection, participants are required to
attend an intensive half-day training seminar (called an
"Enterprise Seminar®) on the fundamental issues involved in
starting a business (e.g., marketing, management, finances,
etc.). Following the training seminar, a business development
counselor is assigned to work with each participant throughout
the process of planning and establishing their new business.
Participants are required to attend an initial, one-on-one
business counseling session with their business counselor
within two weeks after the training seminar to discuss their
business idea, assess their progress, and begin developing an
business plan suited to their own individual needs (a formal
business plan is not required for the project.) Participants
may request additional counseling sessions and hands-on
technical assistance in solving specific problems related to
their business at any time at no cost to them.

Participants are also required to attend a series of six
training workshops (called "Enterprise Workshops") which are
designed to provide them with additional training and peer
support. These six two-hour workshops are focused on specific
topics relating to starting a new business. These topics are
as follows: cash flow projections and financial statements;
financing; marketing; legal issues and insurance; bookkeeping
and taxes; and personal effectiveness and selling. Business
counselors and outside speakers who are experts in a specific
topic area provide the instruction at these six workshops.
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Demonstration part1c1pants in Massachusetts also receive
financial assistance in the form of self-employment allowance
payments. Participants in the Massachusetts Project receive
biweekly self-employment allowance payments, equal to their
regular UI benefits, for a period of up to 24 weeks while they
are planning and establishing their new business. In order to
continue receiving these payments, participants must meet all
demonstration requirements for continuing eligibility. These
requirements are as follows: (1) work full-time at starting
their own business; (2) attend the introductory business
training seminar; (3) attend the required initial counsellng
session with their business counselor; and (4) attend each of
the six business training workshops.

In addition to self-employment allowances, participants in need
of additional business start-up capital may also be able to
qualify to receive small business loans from a private bank,
Shawmut Bank, N.A. Project participants who want to apply

for a Shawmut Bank loan are required to work with their
business counselor to complete a loan application form and
prepare a detailed business plan. Once an application has

been ‘approved by the participant's business counselor, the
application can then be submitted directly to Shawmut Bank. 52

M a tts Project: First- and Second-Year Process Results

The Massachusetts Project is currently in its second year of
operations in seven demonstration sites. Project intake
activities for the second year have been completed Based on
data from the project's automated system, combined first- and
second- year statistics on participation in project intake
activities, leading up to random assignment, were as follows:

o 26,170 UI recipients were sent a letter inviting them
to attend a pro;ect orlentatlon seSS1on,

o' 1,012 of those 1nv1ted Ul clalmants attended an
or1entat10n session;

o] 638 UI claimants submitted a project application; and

o 263 claimants have been randomly selected into the
treatment group, and 258 claimants have been randomly
assigned into the control group (116 claimants who

‘submitted applications were ineligible for selection
for various reasons, e.g., their application was late).

As the above statistics indicate, only 3.9 percent of all

UI recipients invited to participate in the Massachusetts
Project expressed an initial interest in the self—employment
demonstration by attending an orientation session. However,
63 percent of those claimants who attended an orientation
session decided to submit an application to participate in the
demonstration, and 82 percent of those claimants who submitted
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an application were eligible for random assignment. Overall,
2.0 percent of all invited claimants were eligible for random
assignment into the treatment and control groups. (Note: Not
all claimants who received an invitation letter were actually
eligible for the demonstration--i.e., individuals who have a
definite date of recall to their last employer are excluded
because they have an existing job attachment. It appears

that the proportion of individuals attending a demonstration
orientation session is slightly higher among those claimants
who were not job attached.)

As noted earlier, a total of 263 claimants have been randomly

assigned into the treatment group through the end of the second
year of project enrollments. In terms of their demographic
profile, UI claimants in the treatment group were predominantly
white (89 percent), male (68 percent), and middle-aged (the
average age of participants was 40 years old). Similar to
Washington State, Massachusetts participants typically had

some formal education beyond high school (an average of 14
years of education). Massachusetts Project participants come
predominantly from professional, managerial, and technical
occupations (55 percent), although production and labor
occupations also accounted for a significant share of the

total (22 percent). These participation figures are similar
both to those in the Washington Project and to those in the
French and British self-employment programs. '

UI recipients assigned to the treatment group become project
participants and are eligible to receive the self-employment
assistance provided by the demonstration project. Based on

"data from the automated tracking system developed for the

demonstration, combined first- and second-year statistics
on the receipt of self-employment assistance by project
participants were as follows (through September 30, 1991):

o] 236 participants had attended an enrollment interview,
signed a participation agreement, and began receiving
their biweekly self-employment allowance payments;

o) 242 participants had attended the introductory training
seminar on basic business start-up issues;

o 757 individual counseling sessions had been held, _
providing participants with a total of 1,145 hours of
business counseling and technical assistance; and

(o} A total of 62 participants during the first vear of
project operations received biweekly self-employment
payments averaging $529 each for the full 24 weeks that
those payments were available; in the second year of
operations, 101 participants were receiving biweekly
self-employment payments averaging $541 each.
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Final statistics from the first year of project operations
indicated that 43 out of the 105 UI recipients selected into
the treatment group planned to start their own businesses. The
vast majority of planned business starts by first-year project
participants were in the Services industry. Typical businesses
included accounting and bookkeeping, business and consulting
services, personal services, and small retail stores.

Thus far in the second year of project operations, 87 out of
the 158 individuals selected into the treatment group planned
to start their own microbusinesses. Taken together, first-
and second-year figures indicate that about 50 percent of all
eligible claimants are likely to have started businesses. .
(Note: These figures are based on business establishment data
from project counseling records; some planned business starts
may not have actually occurred, and any business starts after
participants stopped receiving counseling would not be
reflected in these statistics. Definitive information on the
number and type of businesses started by project participants
will be available from follow-up surveys conducted by the
research contractor for the demonstration, Abt Associates).

The Massachusetts demonstration will continue operations for a
period of three years, with enrollment periods of five to nine
months per year. Current plans call for the selection of a
total of 500 claimants into the treatment group over the three
years of project operations, and for the selection of an equal
number of claimants into the control group.

Evaluation Design

The UI Self-Employment Demonstration Projects will be evaluated
based on the experimental research designs established for the
Washington and Massachusetts Projects. The evaluation design
for the self-employment projects has three major components:.
(1) a comprehensive process analysis; (2) an analysis of
demonstration impacts; and (3) a benefit-cost analysis.

The process analysis for the evaluation of the UI Self-
Employment Demonstration projects is designed to determine how
demonstration operations were conducted in the local sites.
The process analysis provides important contextual information
for the impact analysis, since the process analysis will :
provide information on the extent to which the projects were
implemented as planned; what deviations from the plan were
observed; and how those deviations affected project
operations. The process analysis will be based primarily on
two types of data: (1) observdational data from monitoring
visits to the demonstration sites by project staff, including
data from interviews with local project staff and participants,
and (2) data on participant characteristics, attendance at
project events, and receipt of services and financial
assistance from the automated Participant Tracking System.
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The impact analysis for the UI Self-Employment Demonstration
will determine the impacts of the demonstration treatment
package--both self-employment allowances and business
development services--on a broad range of outcomes. These
outcomes include participant earnings and assets (including
the value of the buniness venture), participant employment
stability, business formation and survival rates among
participants, the duration of participants' unemployment
spells, job creation, receipt of UI benefits and other
transfer payments, etc. The impacts of the demonstration
projects will be measured by comparing the differences between
the treatment group (participants) and the control group
(non-participants) on each outcome variable. Because these two
groups were selected at random, any differences between these
groups can be attributed to the demonstration project with a
known statistical level of certainty. Data for the impact
analysis will be collected in two waves of follow-up telephone
surveys of treatment and control group members one and two
years after their participation in the demonstration and from
government records of UI benefits and other transfer payments.

The third and final component of the UI Self-Employment
Demonstration evaluation is the benefit-cost analysis. The
benefit-cost analysis is designed to determine the overall
cost-effectiveness of the demonstration to different groups
that are of policy interest. The benefit-cost analysis will
set up a framework for categorizing, and, to the extent
feasible, quantifying the benefits and costs resulting from the
impacts of the demonstration. The benefit-cost analysis will
determine the cost-effectiveness of the self-employment
demonstration projects from the following perspectives:
project participants; the Department of Labor; the Federal
Government in general; and society as a whole. Data for the
benefit-cost analysis will be collected from a variety of
sources, including the follow-up surveys and Federal and State
government records.

Role of Demonstration Projects in the Policy Development Process

The final evaluation results from the Ul Self-Employment
Demonstration projects in Washington State and Massachusetts
will play an important role in shaping the direction of Federal
policy regarding self-employment as a reemployment option for
unemployed workers. The results of the final evaluation will
provide a substantial body of evidence regarding the viability
and cost-effectiveness of the self-employment option for both
the UI claimant population and other target populations of
interest to policymakers, such as dislocated workers and older
workers. It also seems likely that the Self-Employment
Investment Demonstration may play a similar role in determining
the viability of the self-employment option for other potential
target populations (i.e., AFDC recipients, which may include
subpopulations of at-risk youth).
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In that role, the self- employment projects are one in ‘a series
of demonstration projects that are exploring alternative ways
of using Unemployment Insurance to assist unemployed workers in
their return to work. These demonstration projects have been.'~
testing a variety of reemployment service .options for serving -
targeted ‘Ul re01p1ents., These options include the followxng.,«v

enhanced versions -of currently available. services, such.as

job search assistance and.relocation allowances; systematlc
referral to. job training services available through -JTPA
dislocated worker programs and business development services
provided by State and local economic development agencies; -and -
new ideas, such . as "reemployment bonuses," which are monetary . --
incentives for intensified work search and rapid return to .
work, and self- employment allowances (wh1ch were dlscussed in
detail earlier in this sectlon) _

Thus, the self-employment option is one possible component of
an active labor market policy designed to (1) identify UI =~
recipients who are in need of reemployment assistance early in
their unemployment spell, and (2) provide them with appropriate
services to facilitate their return to productive employment.
Determining whether or not self-employment is an appropriate
option for such individuals, however, is the purposelof the v
final evaluation of the UI Self-Employment Demonstration. Some
of the important questions that the evaluatlon should help to -
answer 1nclude the following:

0. What is the level of 1nterest in the self- employment
option among unemployed workers who are UI recipients?
Which UI. recipient subpopulatlons are most 1nterested
in self-employment7 :

0 Does the package of self- employment ass1stance prov1ded
in the demonstration projects have a positive overall
impact on project participants?

o) For Wthh target populat1on(s) does self employment
have the greatest impact?

. 0 Is self- employment a cost-effective reemployment
option? If so, from whose perspective(s) is it
- . cost-effective--project participants, the Unemployment
~Insurance program, the U.S. Department of Labor, the-
. Federal Government, and/or s001ety as a whole’

Ev1dence from the f1na1 evaluatlon regardlng these and other
important questions, will, in turn, feed into the Federal
policy development process. If the results of the UI Self-
Employment Demonstration warrant consideration of potential
changes in Federal policies regarding self- -employment as ‘an
option for unemployed workers, appropriate administrative
changes and/or legislation will need to be considered. The
future prospects for the self-employment option, including
some pos51ble policy changes that might be considered, are
discussed in Section VII.
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VII. FUTURE PROSPECTS FOR THE SELF-EMPLOYMENT OPTION

The future prospects for self-employment as a reemployment
option for unemployed workers will depend a great deal on the
final results of the UI Self-Employment Demonstration projects
in Washington State and Massachusetts. If these demonstration
projects show that self-employment is a viable and cost-
effective option for UI recipients or other policy-relevant
target populations, then appropriate Federal Government policy
changes will need to be considered. This section will briefly
explore the future prospects for the self-employment option in
U.S. policy, including policy and/or program changes that
could be considered depending upon the final results of the

UI Self-Employment Demonstration projects.

The level of interest in the self-employment option among
unemployed workers constitutes a threshold question regarding
whether or not self-employment constitutes a potentially viable
reemployment option for for unemployed workers in the U.S. The
number of unemployed workers who are seriously interested in
pursuing self-employment will determine the potential scope

of any program to provide the unemployed with self-employment
assistance. Based on the results of the Washington and
Massachusetts Projects thus far, it appears that the potential
target population for a self-employment assistance program for
unemployed workers is between 2 and 4 percent of targeted UI
recipients. These figures are consistent with the experience
of the French and British self-employment programs, which

(as noted in Section II) serve between 2.5 and 4.5 percent

of unemployed workers annually in each country.54 Thus, it
appears that the self-employment option would meet that basic
threshold test as a potentially viable reemployment option for
a small portion of the unemployed.

While the level of interest in the self-employment option
among unemployed workers means that self-employment may be a
potentially viable reemployment option for some portion of the
unemployed, it does not necessarily follow that the government
should provide unemployed workers with self-employment
assistance. It may be that unemployed workers could start
their own businesses and do just as well without additional
assistance, as many of the dislocated workers in the Bureau of
Labor Statistics® survey apparently did. The final evaluation
of the UI Self-Employment Demonstration will determine whether
or not the self-employment assistance provided by demonstration
projects had a significant positive impact on participants on
a wide range of outcomes (e.g., earnings, employment, assets,
etc.) and which target population(s) benefited the most from
that self-employment assistance.
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It is also possible that the benefits associated with .
self-employment may not outweigh the costs of providing the
self- employment assistance necessary to produce those gains.
As discussed in Section VI, the final evaluation will also '
determine whether or not self-employment is a cost- effectlve
reemployment option from several different perspectlves,‘
including those of ‘project participants, the Department of
Labor, the entire U.s. Government, and s001ety as a whole.

If the UI Self-Employment Demonstratlon projects show that
self-employment is a viable and cost-effective réemployment
option for UI recipients or other policy-relevant target
populations, then appropriate Federal policy changes would
need to be considered. One important issue in designing a
self-employment option for unemployed workers would be whether
to provide lump-sum payments or periodic self-employment
allowance payments to targeted UI recipients. .Perhaps the
simplest (and least costly) payment approach would be to
provide a work search waiver to UI recipients who are
interested in pursuing self-employment and allow them to .
continue collecting payments while they are working full-time
on self-employment activities; this is the basic approach that
is being tested in the Massachusetts demonstration. Obviously,
implementing a lump-sum payment approach, such as that used

in the Washington demonstration, would be far more complex.
The amount of such a self-employment payment could be related.
to the individual's UI benefit entitlement, could be some
specified flat amount, or could be related to the amount needed
for the business based on the individual's business plan.
Which financial approach would be used--lump-sum payments or
periodic payments--would likely depend on wnlch is the most
cost- effectlve.

The source(s) of funds for the self-employment allowance
payments would be another important issue in designing a
self-employment option for unemployed workers. Potential
sources of funding for such payments could include Federal and
State general revenue funds, receipts from special State taxes,
and UI Trust Fund monies. The source(s) of funding used for
self-employment allowance payments would probably depend on
where the benefits of self-employment assistance accrue: the
broader the impacts of this assistance, the broader the funding
source that would be appropriate; the narrower the 1mpact, the
narrower the funding source.

- A final set of issues involves the business development
services provided to unemployed workers interested in pursuing
the self-employment option. What types of business development
services do these workers need? Should they be provided with
structured services tailored specifically to their needs or
simply referred to existing business training and counseling
programs? The answers to these and other questions regarding
business development services w111 likely depend not only on
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the impacts and cost-effectiveness of various service options,
but also--at least in the short-term--on what services are
available in particular States and localities and the sources
of funding that can be used to supplement those services where
necessary. Over the long-term, of course, business development
services could be adapted to the specific needs of unemployed
workers interested in starting their own microbusinesses.

In conclusion, preliminary results from the UI Self-Employment
Demonstration projects in Washington State and Massachusetts
indicate that, while self-employment is suitable only for a
small portion of unemployed workers in the United States,
self-employment may indeed be a viable option for those
individuals. The final evaluation of the UI Self-Employment
Demonstration, which will be completed in 1993, will provide a
more complete picture of the viability and cost-effectiveness
of self-employment as a reemployment option for unemployed
workers in the United States.
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EXECUTIVE SUMMARY

The Washington State Self-Employment and Enterprise Development (SEED)
Demonstration was the first federally-sponsored self-employment demonstration program
for unemployed workers in the United States. The primary purpose of the SEED ,
Demonstration was to determine the viability of self-employment as a reemployment option
for unemployed workers. The demonstration was designed to test the effectiveness of
providing a combination of business assistance servicesand self-employment allowances to
Unemployment Insurance (UI) claimants early in their unemployment spell to provide the
technical and financial assistance needed to launch a successful busiress venture. The
business support services included 20 hours of business training, counseling and peer
support services as needed. The financial services included a work search waiver, periodic
payments equal to the UI weekly benefit amount, and a lump-sum payment equal to the
remaining entitlement for those who achieved all project milestone requirements.

The demonstration was implemented on a pilot basis in one site in September 1989,
and was then implemented in five additional sites in February 1990. Sample intake
activities continued through September 1990, with business support services available to
demonstration participants through March 1991. During the demonstration period, the .
Washington economy was extremely strong and relatively insulated from the recession that
affected other states. The SEED sites included both urban and rural areas of the state, some
of which had pockets of relatively high unemployment rates.

A total of 42,350 UI claimants without immediate job prospects were invited to
attend an orientation meeting (Awareness Day) to obtain information about SEED so they
could make informed decisions about whether to apply to the program. The intake
processes, based on a self-screening philosophy, resulted in identif ying a group of new
claimants without immediate job prospects who were sufficiently interested in self-
employment to attend the information session and apply to the SEED program. Eligible
applicants were randomly assigned to a treatment group, which was offered all
demonstration business startup services and financial services, or to a control group, which
. continued to receive regular Ul benefits and services. A total of 755 applicants were
randomly assigned to the treatment group and served through SEED and 752 were assigned
to the control group.

The evaluation of the SEED Demonstration consists of three components: (1) an
implementation and process analysis, (2) an impact analysis, and (3) a benefit-cost analysis.
This interim report describes our findings concerning the implementation and operations of
the SEED Demonstration based on information available through March 1991 (the end of
the provision of business support services). This report provides a valuable context for
interpreting the results of the impact and benefit-cost analyses that will be conducted in
1992-1993.

The main findings from the 1mplementat10n and process analy51s are briefly
summarized below:

® The SEED recruitment and intake processes were implemented as planned and
met the goal of early intervention. The complete intake process resulted in
individuals, on average, being randomly assigned within 4 weeks from their
effective date of claim. This enabled treatment group members to receive
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business training services within about 5.5 weeks after their effective date of
claim, on average.

The self-screening approach followed worked well and indicated that self-
employment is of interest to a relatively small sub-group of claimants. About
4 percent of Ul recipients without immediate job prospects applied to SEED.
These individuals tended to be older, more educated, more likely to be in
professional, managerial or technical occupations and had higher Ul
entitlements. In addition, many had a working spouse and substantial assets
to draw on when starting the business.

The interest in self-employment was greater in urban areas with low
unemployment rates than in rural areas with relatively high unemployment
rates. It is not possible at this time to determine whether the difference in
interest was primarily due to the employment conditions or to the
urban/rural nature of the area.

The business support services were generally provided as planned. Of
particular importance, the business training modules appear to have been
conducted consistently so that treatment group members in all six sites were
provided with the same basic framework for starting a new business. In
addition, there was a consistent emphasis across sites in helping claimants
develop a business plan. For the most part, it appears that participants
received relatively little business support services other than what was
provided by their business development specialist through the demonstration.

In contrast to the consistency of counseling services, there appear to have
been differences across sites in the milestone review process and, in
particular, in the criteria used to determine the adequacy of the business
plan. As a result, treatment group members in some sites received their
(larger) lump-sum payments earlier in the claim than treatment group
members in other sites. Overall, approximately 60 percent of the treatment
group achieved the five milestones and received a lump-sum payment and the
average time to receipt of lump-sum payment was 7.8 weeks.

The majority of businesses (53.5 percent) established through SEED were in
the services sector. However, a substantial number of businesses were in
manufacturing, construction and retail trade. Moreover, it appears that some
of these businesses have hired other workers, even in the very short-term
after business startup.

In interpreting how these findings apply to the replicability of SEED, it is important
to keep in mind the design of SEED and the context in which the SEED program operated.
Specifically, the results from the implementation and process analysis lead to the following
preliminary conclusions about replicability:

The SEED Demonstration was implemented at a time when the Washington
State economy was very strong, and quite insulated from the recession that
was affecting other states. Moreover, claimants in sites with more vibrant
economies tended to be more interested in the self-employment option,
whereas in rural areas with weaker eg/bnomies the interest level was much

50



less. The overall strength of the state’s economy could have implications for
the replicability of the findings to other areas.

® The SEED design included a lump-sum payment to simulate a cash-out policy
for UI payments,. It is not clear at this time how much of the interest in the
program was due to the availability of the lump-sum payment or how feasible
it would be to include lump-sum payments in an ongoing national program.

L] _ For evaluation purposes, the SEED desxgn 1mpvosed a common schedule of key
activities across sites of widely varyxng claims loads. It is quite likely that an
ongoing program would of fer services less often in rural areas than they were
offered in SEED, which might hamper the ability of the program to meet the
early intervention goal and lessen program impacts..

L 3 The self-screening approach to identify targeted claimants without immediate
job prospects and who were interested in self-employment generally worked
quite well and could be adapted to other settings. However, the exclusive
e reliance on the temporary-layoff indicator in the Ul system resulted in
: , . , including a sizeable sub-group of claimants in SEED who were expecting to.
~ return to their former employer. If the impact results for this sub-group are
small, future programs might consider screcmng-out individuals who are job-

~attached based on answers to questions in the clpphcanon concerning
employer recall. o

] The SEED Demonstration relied on extensive centralized control of many key
functions and a participant tracking system. To the extent that such
| resources would not be available for an ongoing program, the impacts may
] also be different.

In evaluating the impact of SEED it will be important to take into account the
context in which the program operated and the lessons learned from the implementation
and process analysis. Efforts will also be made to identify those features that may be
readily replicated in an ongoing program and features that can not. These issues will be
addressed in the final impact report for the SEED Demonstration scheduled for June 1993.
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1. INTRODUCTION

The Uncmploymen-t‘ Insurance (UT) system was designed to provide temporary
income support to involuntarily unemployed individuals while they search for work. Over
the past several years, the U.S. Department of Labor (DOL) has initiated several
demonstration programs to test alternative ways of using UI funds to promote the rapid
reemployment of unemployed workers. Although the specific features of the programs -
tested vary considerably, most share three common elements: (1) the provisiqn of intensive
reemployment services; (2) an e“mphasis on providing assistance early in the claimant’s
unemployment spell (i.e., early intervention); and (3) incentives and services designed to
assist claimants find reemployment in conventional wage and salary jobs.

More recently, DOL has become interested in an alternative reemployment strategy
that has been tried in a number of European countries and elsewhere with apparent success:
assistance to unemployed workers to develob their own business enterprises. To better
understand thc efficacy and the potential of such a strategy, DOL initiated the first
federally-sponsored self-employment demonstration program in Washington State.! The
Washington Seif éEmployment and Enterpri;e Development (SEED) Demonstration was
designed to test the effectiveness of a combination of business assistance services and self-
employment allowances to provide the technical and financial assistance needed to launch a
successful business venture. The primary purpose of the SEED Demonstration was to
determine the viability of self-employment as a reemployment option for unemployed

workers. Although the self-employment focus of SEED differs from that of DOL’s other

1Subsequently, DOL initiated a second self-employment demonstration program in
Massachusetts, the Massachusetts Enterprise Project. For a description of the early
implementation experiences of that demonstration, see Benus, Jacob M., Michelle L. Wood,
Christopher J. Napierala, and Terry R. Johnson, Massachusetts UI Self-Emplovment

Demonstration; Interim Report to Congress, April 1991.
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demonstrations, it maintains DOL’s early intervention strategy a‘nd»inéludes intensive
reemployment services.

The SEED Demonstration was initiated on a pilot basis in one site beginning in:
September 1989 and was then implemented in five additional sites in February 1990.2
Sample intake activities continued through early September 1990, with business support
services available to demonstration participant§ through March 1991.7

To allow rigorous evaluation of programéf fectiveness, the SEED -Dcmonstrétion 8
used a classical experimental design with random assignment of eligible claimants
interested in starting their own businesses to the demdnstratio:n program (i.e., treatment
group) or to a control group. Using this design, the impacts of the program: can be measured
directly by the difference in outcomes between the treatment and control groups. A total of
755 new claimants were enrolled in SEED in the six sites and offered demonstration
services; 752 new claimants who applied to SEED were assigned to the control group.

. The evaluation of the SEED Demonstration represents the f irst comprehensive
analysis of providing self-employment training and financial-assistance to unemployed
workers interested in starting their own bﬁsinesses. The evaluation consists of three main |
components: (1) an implementation and process analysis, (2) an impact analysis, and (3) and -
benefit-cost analysis. In this interim report we present our f indings on the implementation’
and operations of the SEED Demonstration based on information available through the end’
of the provision of business support services (i.e., through March 1991). This report will
provide a valuable context for interpre’tingthe results of the impact and benefit-cost

analyses that will be conducted in 1992-1993.

2The results of the pilot test and suggested modifications for the full demonstration are
described in Johnson, Terry R., Jacob M. Benus, and Janice J. Leonard, Washington State
Self -Employment and Enterprise Development (SEED) Demonstration; Summary of Pilot
Experiences and Recommendations, December 1989. Because the changes that were
implemented during the full demonstration were relatively minor, the process analysis
described in this report also includes pilot study participants. -
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The implementation and process analysis has four broad objectives. These include
(1) documenting and assessing the actual operational procedures used to implement and
administer the SEED Demonstration, (2) documenting the services provided to SEED
participants and assessing whether they were provided as planned, (3) examining
participation in SEED and in specific demonstration services, and (4) investigating the
replicability of the SEED program. The information in this report provides policymakers
with a detailed understanding of the self-employment demonstration implemented in
Washington State. However, it is important to recognize the preliminary nature of the
results, as not all of the information sources that could shed light on these issues were
available at the time this report was beiihg prepared.?

The results of the implementation and process analysis report are based on four
sources of information. The primary source of claimant characteristics and service
participation data was the automated Participant Tracking System (PTS) developed by DOL
to monitor demonstration activities. The PTS also included information on experiences
with the Ul system and early business startup cxperiences. Second, periodic visits were
made to each site to observe activities and discuss issues with local staff. Third,
participants in the business training sessions completed brief evaluation forms summarizing
their impressions of the training sessions. Finally, discussions held with State SEED staff
concerning the implementation and operations of key program elements have been
incorporated into this report.

The remainder of the report is organized as follows. Chapter 2 presents details of
the experimental and operational design of the SEED Demonstration.  The experimental

design includes the entire recruitment and intake process, random assignment, the program

30f particular importance, information from participants about the program and the
strengths and weaknesses of specific demonstration services -- to be obtained through
follow-up surveys -- has yet to be collected. Such information will be incorporated in
subsequent reports.

54




services componenf, the f inancia:l:compdncnt and site selection. We then describe the details
of the operational design of the demonstration, including administrative, organizational,
staf f ing and training issues. The data systems developed for the demonstration are also
briefly described. A

" The neit three chapters address experiences in selecting the experimental and
control samples'and ‘in'prloviding demonstration services to the experimental group.
Chapter 3 describes the f low of claimants from recruitment through application review and
treatment/control assignment, and pr‘ovide‘s‘ f indings concerning take-up rates and the types
of claimants interested in self-employment.” We also provide information on the
comparability of the treatment and control groups. Chapter 4 documents the demonstration
services that participants received and the tihﬁng of those services. Chapter 5 presents our
f indings‘ -- based on extensive monitoring of demonstration services and opérations -- on
whether the services were provided as planned, and the consistency of demonstration
services across sites.

Chgpt’er 6 provides preliminary descriptive information on relevant short-term
outcomes. Specifically, we describe the b&éi"nésses esiablisﬁed by treatment group members
who completed the program scrvices and pr‘csent very short-term inf ormation on
experiences in operating their businesses. We also present summary information on receipt
of UI benefits by both treatment and control group members. Although th‘esev short-term
outcome results are quite interesting, it is important to recognize that they are based on
preliminary and incomplete data, and that we do not yet have comparable data on business
startup'experi.énces for control group members. As such, one should be careful not to
interpret the short-term outcome results as measures of the impacts of the program.

Finally, Chapter 7 summarizes fhc main findings of the implementation and process
analysis and of fers some c’qnc‘ludihgremarks_ about the replicability of the SEED program

in other settings.
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2. SEED EXPERIMENTAL AND OPERATIONAL DESIGN

The SEED Demonstration was designed to test the effectiveness of using UI funds to
assist unemployed workers in developing and starting their own businesses. To meet this
objective, an experimental design was developed that called for recruiting new claimants
interested in pursuing self-employment at the beginning of their unemployment spell, and
assigning eligible applicants to a treatment group that was offered business startup services
and financial assistance or to a control group that received normal Ul services. The
research design also specified the frequency with which key demonstration activities were
to be conducted and developed procedures for selecting six sitcs in which to implement the
demonstration. In this chapter we provide additional details concerning each of these
aspects of the experimental design of the SEED Demonstration.*

A successful experimental design must also be accompanied by an administratively
feasible operational plan. This involves issues related to program administration,
organization, staffin‘g.and training, and a data system to support and document
demonstration activities. Following the description of the experimental design, we describe

the operational design for the SEED Demonstration.

Experimental Design

Demonstration Intake

The process of developing an appropriate experimental sample of SEED
Demonstration participants from the universe of Ul claimants involved four steps. The

demonstration intake process began with the targeting of those Ul claimants who were of

4A more detailed description of the design of the SEED Demonstration is presented in
Orr, Larry L., Terry R. Johnson, Mark Montgomery and Marie Hojnacki, Design of the

Washington Self-Employment and Enterprise Development (SEED) Demonstration, June
1989.
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most interest to the designers of self -cmployméﬁt policy. The second step was the
recruitment of those targct:cj claimants who were interested im_participating ih the
demonstration. The third step was the screening out of certain individuals from among
thosc targeted claimants who applied to the demonstration. ‘ The resulting group of eligible

“applicants was then divided into a treatment group and a control group using random
assignment. Exhibit 2.1 illustrates this four-step process and below we provide additional
details concerning how each of these elements was incorporated into the demonstration
design.

Targeting. In making decisions about which types of claimants would be invited to
participate in the demonstration, we were guided by several factors. For example,
objectives of the SEED Demonstration were to of fer the self-employment option as early as
feasible in an individual’s unemployment spell and to as broad a population as possible. At
the same time, however, it was recognized that the program was not intended to serve the
entire population of UI claimants in the selected sites and that there were good reasons to
exclude certain claimant subgroups either because of operational or legal reasons or
because they had immediate job prospects.ﬂ

Based on these considerations, it was decided to target the SEED Demonstration on

new Ul claimants, with the following exclusions:

® Persons filing interstate claims;
] Persons filing claims backdated more than 14 days; .
® Claimants who were employer-attached (i.e., on standby) or who were full-

referral union members; and

® Claimants under 18 years of age.’

SDuring the pilot study, ex-military claimants without additional qualifying wages were
also excluded from the target group. However, such claimants were included in the target
group during the demonstration.
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Exhibit 2.1

SEED Intake and Assignment Process

Apply Targeting Criteria

Send Inivitations to
Awareness Day

Interested Claimants
Complete Application

Review Applications

Random Assignment

—

Claimants Attend
Awareness Day

Claimants Complete
Application

Demonstration
Participants

Non-Targeted Claimants

{e.z, Employer-Attached,
Full-Referral Union Members,
Under Age 18)

Invited Claimants Not
Interested in

Awareness Day Attendees
'Who Do Not Complete
an Application

Unacceptable Applicants

Treatment

Control
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In addition, claifnants who were’tl/dt/ monetarily and nonmone_tarily‘_eljgible for Ul ben,e‘f_it_s ,
at the time of random aSsignmeht were excluded from thc.:—demonsrtrationfs

The rationale for these exclusions was as follows. Interstate claimants were excluded
because they could not.receive demonstration 'servicés and the business startups would
liikely occur in other states. Individuals with backdated claims were excluded.to meet the
early intervention goals of the demonstration and ,tvo be able to of fer-the maximum lump-
sum payment to capitalize the business. Employer-attachgd cl:ai'ma‘nts and full-referral
union members were excluded because of the relatively high likelihood that they would .
return to wage and salary employment in a short time and providing services to them would
be an inefficient use of demonstration resources. Finally, persons under age 18 were .
excluded because they lack the legal authority to sign binding agreements, an abili'ty ,
necessary to the conduct of most ty;/)és of business.. |

:B_esr_q!(!_gg_n_g. The 'nqy/ct step in the SEED intake process involved recruiting those
claimants interested in self-employment into the demonstration. The recruitment process

comprised three elements:

] An invitation letter;
° An orientation meeting (referred to as "Awareness Day"); and
® The submission of a SEED application package.

Below we briefly describe how e:éch of these elements Wérc incdrporatéd fhto the SEED
recruitment prbcess.

The first step identified targeted ciéirﬁanfs and informed thém .’of"tfhe a\?ailability
of the SEED Demonstration program.( To accombiishi this, a p_eJrsbnaiizc:.‘d letter was

generated by the State Ul mainframe computer and sent to new claimants who met the

®It should be noted, however, that individuals with a temporary nonmonetary issue stop
and those whose final monetary determination had not been made were deferred from the
random assignment pool for up to 36 days after the claimant’s effective date of claim. .
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targeting criteria.” The invitation letter was sent within a few days after the claim was

filed. The letter invited claimants to attend an Awareness Day meeting where they could

find out more about the SEED program.

The purpose of the Awareness Day meeting was to provide interested claimants with

iy information about the demonstration so they could make informed decisions about whether

to apply to the program. As such, the Awareness Day meeting provided claimants with some

basic information about the risks and rewards of self-employment and covered the key
features of the SEED program. This included participation requirements, random
assignment, and the business support services and financial assistance that would be
provided to selected participants. The Awareness Day meeting was scheduled to last
approximately 30-45 minutes; it included the presentation of two videos covering these
issues and provided claimants with an opportunity to ask questions about the program.
At the end of the Awai‘cness Day meeting, SEED application packets were provided

to interested attendees and instructions for filling out the application were given. The

SEED application packet was designed to serve three primary functions:

L] To facilitate self-screening through a seif-asséssment questionnaire;
° To obtain the informed consent of potential participants; and
® To obtain valuable baseline information and additional contact information

on potential participants.
Those invited claimants who did not attend Awareness Day or did not complete the
application package were excluded from the demonstration. Invin;d claimants who
attended Awareness Day, and who submitted the application packet in a timely manner
(within seven days) were potentially eligible for the demonstration, provided their proposed

business met certain requirements. This brings us to the issue of screening.

"By using personalized letters as the mechanism to inform claimants of the
demonstration, we could adjust the fraction of the target population invited to participate
and thus better control the flow of demonstration applicants.
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Screening. The primary form of screening used to obtain participants for the SEED .
Demonstration was self-screening. There was much-discussion during the desi-gn”phase
regarding the desirability of active screening and potential personal chara-(:teristics on . -
which to screen. The self-screening approach used in SEED reflected the difficulty in
identif ying personal traits that were good predictors of business success and the philosophy
that an ongoing Federal program would not use active screening.” ThiS self-screening began -
at the invitation to attend Awareness Day, where individuals who choseinot.to attend were-_‘
ineligible for the program. The SEED application also served a self-screening function as it
included a number of self-assessment questions and questions about assets and debts that
may affect an individual’s decision to apply to the program.

In addition. to this self-s¢reening, the only active screening that was. performed
involved reviewing the application to make sure that the proposed business idea was legal in
the state and fhat the business met certain project requirements designed to ensure that the
claimant was in day-to-day control of the buSiness and was making a full-time commitment
to starting a business.® It should be emphasized that no screening was done based on any
judgment about the merits,of the business /idca:i"tself . | |

Random Assignment. In designing the SEED Demonstranon careful consxderatnon
was paid to the evaluatnon requxrements of the demonstrat:on The chnef l’ eature
incorporated into the demonstration desngn specxf 1cally to enha.nce the evaluatxon
component was the random assignment of ellgnble applicants to either the treatmentigroun,
which was offered all demonstratlon services and was ehgnble to receive self -employment
allowances, or to a control group, whxch recelved regular UI payments and services but no
demonstration services or allowances. To be eligible for random assignment, t_he claimant

must have received an invitation letter, attended Awareness Day, submitted a complete and :

8In addition, multi-level (pyramid) marketing schemes were not allowed in the
demonstration. Franchises were allowed as-acceptable businesses, provided they met the
other conditions. :
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timely application, proposed a valid business idea, and been monetarily and nonmonetarily
eligible to receive Ul benefits. The random assignment program -- based on a random
number generator -- was applied once a weék to the pool of eligible applicants.

In large samples, the random assignment process should create two groups of
claimants that are otherwise similar, except that one is eligible for demonstration servicés
and the other is not. Using this experimental design, the impaét of the SEED
Demonstration may be estimated by the difference in outcomes between the treatment and

control groups.

Program Components

The claimants who were randomly assigned to the treatment group were of fered

three inter-related program services:

1. Business startup services to provide training and technical assistance in self-
employment;

2. A waiver of the UI work search requirement; and

3. Self-employment allowances and a lump-sum payment (to those who met
specific milestones), to help with living expenses and other business startup
costs.

Below we describe these three components of the SEED program.

Business Startup Services. As indicated in Exhibit 2.2, the business startup
assistance component of SEED consisted of a variety of services, including:

® Intensive classroom training;

° Individual counseling to help develop a business plan and other counseling
services; and

® Peer group support through an Entreprencur Club.
The design of the program incorporated substantial flexibility in providing participants
with as much or as little business startup assistance as they required. Some participants

needed intensive education and training, as well as ongoing support while developing their
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business plan. Others with experience in opératingia“bu:s'fness or with specific skills (e.g.,
markctiﬁg, éccounting) needed a f ractiqm of these services. The design of the program
accommodated both types of participants.

The first component of the business startup assistance was selkf -employment training.
Within one-to-two weeks after random assign’me’nt, treatment grou‘p members were

scheduled to attend a set of four business training modules covering the following topics:

° Business feasibility;

® Marketing;

) Finance and accounting; and.
° Organization and management.

In total, approximately 20 hours of classroom time were spent covering these topics over
four days during roughly a one-week pé:r‘ibd. Atteh’daﬁée at th*e‘gf,irst module was required,
lump-sum payment required attendance at subsequent modules as well, business
development specialists had the authority to wéiVe a‘tgéhdancc in:'cases where the
barticipant demonstrated spccif ic expertise. |

The training modules introduced claima;xts to the need for developing a
comprehensive business plan. Individualized business blans wcré then developed by
participants with the assistancé of fheii' ly)'u“'s'iness developméhf ‘sﬂpzc\:ciali:;t. Additional
assistance in developing a business-plan was offered threugh~~the"Entrc:preneur Club
meetings which were held on a monthly basis. These meetings provided participants with
peer support and advice throughout t‘hé.ir derhbns;frétion participation.

In the demonstration, the business dcvclopmcnt specxallsts served the role of case
managers. To ensure that these specxahsts had a proactwe role m this process, it was
required that they attempt to contact all participants at least once during the first few

weeks after the training modules to discuss progress and offer counseling assistance. In

64




addition to pfoviding ongoing counseling, the role of the business dcvelopment-spc‘ciéliSt
included reviewing each participant’s progress in achieving the five program milestones

required to receive a lump-sum payment:.

° Compvlcte‘ the tfainirig modﬁleé;
[ ) Develop an acceptéble business plan;
) Set up a business bank account; -
° Satisf y all licensing requirements; and
* O.btain adequate financfpg.

The demonstration design included a "milestone»r'cvicw""ihte‘rview conducted b& the’
business dc&elopment specialist to determine if all milestones were attained, as well as to
identif y any areas where additional assisténce v?as required.

After business startup, the business development specialist continued to provide
counseling and technical assistance on an as-needed basis. Apprbximately two months
following receipt of the luinp-su'm payment, a busineés status review was conducted. This -
review provided the business developmeht speciélist with an opportunity td determine
whether addi-tionél assistance was requife;i. |

Work Search ngvgr'. To provide pafticibahts in ihe SEED DémbnS'tratibfx'a stream-
of income during the business planning period, claimants received reghlaf periodic self-
employment allowance payments equal to their UT Weéekly Benefit Amount (WBA). Wh'ilc" .
receiving these bayments, participants had their Ul work search requircm'eh_t waived.?
This waiver freed SEED participants to pursﬁ'e their‘ business plahs rather than aétively

search for enipléyment'(as normally required for UI rccipicnts,)-.v :

9The basis for this waiver is the gcneral provxslon that clanmants participating in-

Commissioner Approved Training (CAT) are not required to search actively for wage and .

salary employment and cannot be disqualified for refusing to accept suitable work. Thc o
trammg and counseling offered by SEED qualified as CAT.
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The initial duration of these periodic payments and the work search requirement
waiver was set at 10 weeks, or sooner if the participant achieved. the milestones for
receiving the lump-sum payment. A couple of weeks before the waiver was to expire,
treatment group members who had not met all milestones were sent a letter instructing them
to contact their business development specialist fdr an End of Waiver Period Review. The
purpose of the End of Waiver Period Review was to assess the progress of SEED
participants in achieving the five milestones and to dctcrminewhcthcr the work search
waiver should be extended. The business development specialist could extend the waiver
(for up to a few weeks) if the participant was ju,dge,yd to be makiug satisfactory progress on
business startup activities. If the waiver Was not extended, however, participants would
cither have to meet the work search requirement (and other Ul eligibility requirements), or
stop receiving UI benefits.

Lump-Sum Pavment. In addition to the bi-weekly UI paymeﬁts received while
engaged in business startup activities, treatment group members were eligible for a lump-
sum payment at the time they completed the fiv§ milestones. Once the businesé
development specialist verified that the claimant had met all five milestones, SEED Unit
staff certified eligibility for the lump-sum payment and the PTS calculated the amount of
payment equal to the participant’s remaining Ul entitlement at that time. The remaining
entitlement at any point in the claim is the maximum benefits payable less the amount of
Ul benefits already paid out in the form of bi-weekly payments. As such, the amount of
the lump-sum payment depended on the participant’s Ul entitlement, as well as the time
taken to achieve the milestones.

Although the lump-surﬁ payment component of the SEED -Dcmonstration was
intended to simulate a cash-out of UI benefits, it was not strictly possible to test a cash-out
policy. This was because UI is an entitlement program that can ﬁ()t be dehied for

demonstration purposes. Operationally, this meant that participants could return to the
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their Ul entitlement in the form of bi-weekly payments provided they met the no;mal'UI?
eligibility requirements, including the work search requiremént.’® Because most treatment
group members who receive a lump-sum ’péymén?t are likely to be commiitted to self-
cmploymc‘nt, we did not expect many of - these claimants to return to UI and collect their
remaining entitlement. Our experiences to date concerning this issue-are described in

Chapter 6.

An important component of the SEED experimental design was the SChedulc for key
demonstration activities across sites. The three key activities included ‘Awareness Day
meetings, random assignment and the busiriess training modules. In makin'g decisions
concerning t‘he(f requency with which these activities would be conducted, we were faced
with balancing the objectives of early intervéntion with the concern that the activities not-
be held so often as to bean inéfficient use of demonstration fles'oﬁ'rces; ‘Another
consideration was consistency of ’demons‘&a‘tt‘i‘oﬁ activities across sites.

“Based on these considerations; it was ultimately decided to use a-common requency
of activities-across all sites. Specifically; in each site; Awareness Day meetitigs were *
conducted bi-weekly (every other Friday); random assignment was édnductedwcckly (each
Thursday); and the business training modules weré offered bi-weekly (typically Thursday”

and Friday of orie week and Monday and Tuesday of the f ollowing""'Wéék-).'11 Given this

, l"Because the lump-sum payments were paxd out of Federal research funds -- not State
UI funds -- they did not affect a pdrticipant’s UI net balance available.

During the early part of the pilot study in Vancouver, Awareness Day meetings were -
held weekly. :



schedule of activities, the typical sequence of events for a targeted new claimant was as
follows: |

e File initial claim and receive invitation to Awareness Day (Week 1)

[ ] Attend Awareness Day meeting (Week 2-3)

) Submit SEED application packet (Week 3-4)

e  Random assignment (Week 4-5)

° Attend business training modules (Week 5-6).
This sequence of events meets the early intervention objective of the demonstration and

provides for comparability of key elements of the treatment across sites.

Site Selection

The selection of demonstration sites was a critical factor in determining the
generalizability of the demonstration findings to a broader (e.g., statewide) population. To
enhance the generalizability of the results, it was important that the sites selected yield a
representative sample of the State Ul claimant population. In ad,ditioh, the sites had to
provide a sufficient number of SEED participants to allow precise estimation of
demonstration impacts and be consistent with the demonstration budget constraint and field
constraints on implementation of the demonstration, Below we briefly outline the
procedures used to select the six sites for the demonstration and then provide additional
information on the characteristics of each site.

As described in detail in our design report (Orr et. al, 1989), we used a purposive site
vselcction method -- based on an index of representativeness -- to select a set of sites that
best represented the state population of UI claimants. 'Thc index incorporated information
on several claimant and site characteristics that were thought to be important determinants
of the outcome of a self-employment demonstration. Th_e claimant characteristics included

age, education, race/cthnicity and industry of most recent employer. The index also took
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into account site factors such as the insﬁrcd‘ unemployment rate, populatioﬁ size, average
monthly wage, rcgfon of the state, and number of busingss service providers. We used this
index to measure the extent to which diff ereht combinations of sites were able to provide a
representative sample of the state population. of Ul claimants.

The site-selection methodology waé applied to 13 potential demonstration sites that
represented groups of 32 counties throughout the state.’?> We analyzed the results for
combinations of 4, 5, 6, and 7 sites. It §vas ultimately decided to implement the SEED
Demonstration in the f ollowing six sites, representing 18 counties and 19 (of the 31) Job
Service Centers:

® " YVancouver (5 counties, 3 Job Service Centers)

® Olympia (4 gountics, 3 Job Service Centers)

° King County (1 county, 5 Job Service Centers)

. Snohomish County (including Island County, 2 Job Service Centers)
. Wenatchee (3 counties, 2 Job Service Centers)

° Yakima (3 counties, 4 Job Service Centers)

These sites are shown on the map in Figure 2.1. Below we briefly provide additional
background information about the six sites and the economy in Washington State at the time
the SEED Demonstration operated. Detailed descriptions of each site are provided in
Appendix A.

Tﬁc SEED Demohstration was implemented during a peridd in which the Washington
Sfate economy was quite strong overall and somewhat ihsnlatcd from the recession that

occurred in other parts of the United States. Statewide, the unemployment rate was 6.2

12Benton and Franklin counties were excluded because a major layoff at the Hanford
nuclear power site resulted in a large, temporary increase in funds to aid unemployed
workers, which made the service environment in this area quite atypical. Five other
counties were excluded because their populations were too small to support the
demonstration. It should be noted, however, that individuals who lived in these excluded
counties were ehgxble for SEED if" they filed their UI cla:m in one of the Job Service
Centers in the six study sntes
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percent in 1989, falling to 4.9 percent in 1990. This economic strength, however, was not
uniform throughout all areas of the state. In particular, since the recessions of the early
1980’s, the metropolitén_ areas of the state, particularly the north-south I-5 corridor that: |
runs from Vancouver, Canada, through Seattle and on to Portland, Oregon, have had strong
economies and vibrant growth, while many rural and more sparsely populatcd regions of the
state (of ten dependent on resource-based industries) have continued 1o experience weak
economies and high unemployment rates.

These patterns can be noted in Table 2.1, which indicates somewhat lower average
monthly wages and higher unemployment rates for ‘the two most rural sites (Wenatchee and
Yakima), while the remaining sites generally fére far better. ‘Although not reporteq in the
table, this economic pat‘tern also holds true within the six sites. For example, the Vancouver
and Olympia sites each contain metropolitan counties (Clark and Thurston, respectively)
with strong economies, while all the remaining counties in these two sites, except Mason

county in the Olympia site, are designated as "distréssed areas” of the state.!’

Operational De§’ign

A succeﬁsf ul evaluation design must be acéompanied by an admibnistratively feasible
operational plan that ensures the demonstrat‘iQn services are provi‘dcd uniformly across t‘he
sites selected according to the design. The requirements f o.rvth'e operational design of the
SEED Demonstravtion' included: | | |

° Maximizing, to the extent possible, the consistency with which key
demonstration activities were performed;

] Combining staff familiar with dperating research projects within the Ul
system with the expertise of staff who were knowledgeable about business




Table 2.1

Characteristics of SEED Sites

Site
Site Characteristics King Snohomish
Vancouver Olympia County County Wenatchee Yakima Statewide

Population (1990) 314,580 323,500 1,482,800 509,400 108,700 224,120 4,798,100
Percent of State Population 6.5 6.7 30.9 10.6 - 23 4.7 100.0
Average Monthly Wage (1989) ($) 1,600 1,578 2,050 1,605 ’ 1,578 1,373 1,800
Per Capita Income (1988) ($) 13,646 13,442 20,624 15,422 14,403 13,154 16,468
Total Number of Employer Units (1989) 7,723 8,268 48,881 10,807 3,659 6,026 128,525
Civilian Labor Force (1989) 167,894 146,850 870,600 253,330 58,200 116,476 2,451,110
Unemployment Rate (1989) 6.7 78 4.5 4.8 10.5 11.6 6.2




start-up issues and were skillful in training others to start and operate new
businesses;

L Balancmg the program consistency with the need to provide program services
in six diverse sites located throughout Washington State; and

° Providing services within the context of a classical experimental design,
while operating efficiently and within cost constraints.

The unique managemcht and operational requirements of the SEED Demonstration
led to a cooperative arrahgement between two state agencies -- the W:shington State
Employment Security Department (ESD) and the Business Assistance Center (BAC) -- to
provide staff and management expertise for _the administration and operation of the
program.}* Each agency provided key staff members who participated in the
demonstration from the design phase through the complcti.on of program services.

A major organizational feature of the SEED Demonstration was management of key
elements of the program by a centralized staff.. This management function was performed
by personnel from the ESD’s UI Program Analysis Division. Awareness Day meetings were
conducted in each site by local Job Service Center (JSC) staff. Business Develppment
Specialists (BDSs), hired and supervised by BAC staff, provided business support services to

program participants. Below we provide additional details concerning the roles and

responsibilities of each of these groups.

SEED Project Unit
Personnel from the UI Program Analysis Division staffed the SEED Project Unit.!®

Operating from ESD’s central office in Olympia, this small group, consisting of a project

4The Business Assistance Center is a division of the Washington State Department of
Trade and Economic Development.

15This unit has considerable experience in conducting research projects using
experimental design, including a recent work search experiment in Tacoma and a re-
employment bonus experiment in many sites: throughout the state. This must be kept in
mind in assessing the administrative and operational resources required to conduct a
demonstration program like SEED.
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director, manager and coordinator, had overall responsibility for operations and
management of the SEED project. As indicated in Exhibit 2.3, the SEED Project Unit had
operational responsibility for many of the key demonstration activities required to manage
the SEED Demonstration, including training site staff in program-related procedures,
overseeing the targeting and recruitment of claimants, reviewing project applications,
running the automated random assignment program and approving lump-sum payments to

claimants who completed the five project milestones.

Awareness Day Coordinators

ESD provided the personnel and space to conduct the Awareness Day meetings at one
of the local Job Service Centers in each site. Awareness Day meetings were conducted by a
JSC staff person who was designated as the Awareness Day Coordinator and assigned to the
project for the duration of the demonstration. Each coordinator spent approximately three
hours per week on demonstration activities. Each coordinator was assigned a back-up
person to substitute in the event s/he was unable to conduct one of the meetings. The
coordinators and their back-ups were staff members chosen for this assignment by their
managers. All had previous experience conducting employment orientation sessions and
were selected for the demonstration on their ability to conduct presentations to large
groups. They performed their SEED responsibilities in addition to other regular duties.

The Awareness Day Coordinators and their backups participated in a two-day
training session held in Seattle prior to the beginning of the project. Each person received a
SEED Demonstration Procedures Manual, which included a section on the roles and
responsibilities of the Awareness Day Coordinator and an outline of the Awareness Day
meeting. The coordinators’ role included:

L Preparing the room for the Awareness Day meeting;

® Taking attendance at the meeting;
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Exhibit 2.3

SEED Project Unit Responsibilities

inin, itoring T
Conducted brief training of local JSC office staffs in each site.

Conducted training for all Awareness Day Coordinators and their back-ups and participated
in training of all Business Development Specialis_ts.

Monitored Awareness Day meetings and provision of business services.

Performed data transfers from state UI mainframe computer system to Participant Tracking
System (PTS).

Monitored printfng of Awareness Day invitation letters from the mainframe computer
system. : . .

Informed sites of claimants invited to Awareness Day meetings.
Input Awareness Day attendance into PTS.
Received, reviewed and input SEED applications into the PTS.
Monitored the automated random assignment of SEED applicants on PTS.
Produced and mailed letters to claimants announcing the results of random assignment.
Informed sites of claimants sele&ed and invited to receive business training services.
Answered claimant questions on SEED toll-free telephone number.
~ Approved issuance of lump-sum payments to claimants completing project milestones.
- Performed data transfers from the business services computer system to the P’I‘S;
inistrative T .
Contracted with local agencies to provide space for provision of business services.
Provided oni-going project management assistance to site personnel.
Coordinated project activities with BAC staff.

Resolved policy and operational issues with DOL officials and research team




° Conducting the Awareness Day meeting;

® Passing out applications to interested claimants; and

® Forwarding meeting attendance records to the SEED Project Unit.

As indicated earlier, the Awareness Day meetings were highly structured, with an
agenda designed to ensure that each of the claimants invited would hear the same
information about the project but would not be given any information about starting a
business.!’® Most of the material presented about the SEED program and the potential
risks and rewards of self-employment were contained on two video tapes that were shown at
each session. Coordinators were trained not to answer questions that were specifically
related to starting businesses. They were, however, given a list of answers to commonly
asked questions and were further instructed to direct most claimants with questions to the

toll-free telephone number for the SEED Project Unit.

1 ffi ff

With the exception of’the Awareness Day Coordinators and their back-ups, the SEED
Demonstration imposed no new responsibilities on staff members of the local JSC offices.
During an information session on the SEED program, JSC staff were instructed to continue
to process claims carefully and in a timely manner to ensure that all new claimants in the
target group would have the opportunity to be invited to Awareness Day. They were
encouraged to direct inquires about the demonstration to the SEED Project Unit in Olympia
through use of the project’s toll-free telephone number. Local staff were asked not to
encourage interest in the project among claimants since the project could not take

volunteers. They were also informed that SEED participants who voluntarily drop from the

16Because the impact evaluation involves a comparison of the outcomes of treatment and
control group members, and since the Awareness Day meeting took place prior to random
assignment, it was important that no information be provided at this meeting that helped
control group members start a business or else the results would be biased. Hence, the
restriction on information about starting a business.

76




project would have their work search requirements reinstated and that procedures for -
handling those claimants would be the same as for claimants who leave Commissioner

Approved Training (CAT).

Business 'A§§i§tangg Center (BAC) Staff

BAC staff worked with personnel from ESD in pl#nning and—"i'mplementin_g the SEED
Demonstration, as well as in establishing links with the economic development commun'ity-
in each site. - They worked with local business assistance providers such as the Economic
Development Councils and the Small Business Development Centers to recruit and hire
Business Development Specialists (BDS) for the SEED Demonstration. They developed the
curriculum for the business training modules and supported the Businesé Development
Specialists at each site throughout the demonstration by providing training and
management support, and supplying the business training materials and forms, and the
computers and software that the BDS used to record program services. BAC staff also

monitored the BDSs’ activities for compliance with the demonstration design.

Business Development Specialists

The business development specialist resources available to SEED participants varied
across the sites to meet the needs of the diff ering numbérs of claimants enrolled. In
particular, 0.5 full-time equivalent (FTE).BDS staff were provid‘ed in five of the six sites,
with 1.5 FTEs in King County. In three of the sites -- Vancouver, King County and Yak}imav
-- two individuals shared thev role of BDS; in the other threesites, a single BDS was hired.

Staff hired to provide business services for SEED treatment groﬁp members’
represented a variety of business backgrounds including bankiﬁg, corporate management,
the retail grocery business, small business consulting and investment consulting. Each had

knowledge of the local business community and were familiar with the local economies.

.77




Most had previous experience teaching small business seminars or providing consulting
services to small businesses. Two were recruited from the Small Business Administration’s
Senior Core of Retired Executives (SCORE) and one had previously worked with a Small
Business Development Center (SBDC).

The BDS staff participated in a three-day training session held in Olympia prior to
the start of the demonstration. Each received an Instructor’s Guide that included the
agenda and curriculum for the business training sessions and a SEED Project Procedures
Manual that explained the program operating procedures. Training included an overview
of the demonstration design, the roles of the BDSs as instructors for the business training
modules and as case managers for the participants, the program requirements participants
must meet to qualify for the lump-sum payment, and the records-keeping requirements of

the demonstration. The responsibilities of the BDSs are listed in Exhibit 2.4.

Automated Data Systems

The centralized data system used to support the SEED Demonstration was the
’Participant Tracking System (PTS) that was developed by the U.S. Department of Labor.
The PTS was an on-line database system that provided ongoing information about project
participants and services. The PTS used the ORACLE’relational data base software
package and was run on a DEC MicroVAX II computer at the SEED Project Unit office in
Olympia. As described below, the PTS performed numerous functions and was an
important component of the demonstration. |

ESD’s mainframe computer system -- known as BAS -- generated invitation letters tvo
Awareness Day. The letters were based on the targeting criteria and incorporated the
Awareness Day scheduling data contained in the PTS. The PTS also generated letters to

inform applicants of their selection or non-selection to the project. Data about the claims
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Exhibit 2.4

.....

Provide up to 20 hours of classroom training in four sessions covering the basic concepts of
l starting and operating a successful business. These sessions inclu‘de:a_ |
®  Feasibility;
®  Marketing;
] Finance and accountmg, and,
®  Organization and management.

| Business Counseling Tasks

Provide one-on-one business counseling. -

Refer participants to other business services providers when needed.

Provide ongoing technical assistance to participants who complete project milestones.
Program Requirements Tasks

Obtain a signed participation agreement from each treatment group member who attends the
first training module. ,

Assess and certlfy participants achxeved all of the milestone reqmrements for receipt of the
lump-sum payment including: ‘

Attend all business modules (or attendance waived);
Complete a business plan; v

Set up a business bank account; -

“Meet all the legal requirements for operating a business in
Washington State; and

H o Secure adequate financing to start and operate a busm%s

Conduct End of Waiver Period Reviews for participants not completing program

requirements within the 10-week waiver penod and assess whether extension should be
granted. _

Conduct two-month Business Status Reviews for businesses established by SEED
participants.

Facilitate the "Entrepreneur Club”, a monthly peer support meeting for all SEED
| participants,

Record all participant activities related to provision of business services and ensure that data
are input to the BAC computer system.
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status of participants was passed from the BAS mainframe computer to the PTS three times
each week to update the PTS system as to the status of the participant’s Ul claim.

The PTS was also linked to the BAC computer to support data transfer. For example,
the PTS electronically transferred data about claimants selected into the treatment group to
the BAC computer for use by the business development specialists. At the sites, information
on business services provided and administrative data was input to the BAC computer
system. Information from t_he BAC system was telecommunicated to the PTS in a weekly
data exchange.

In addition to its linkages to BAS and to the BAC computer to support the
demonstration, the PTS maintained project data from applications and other sources and
performed a number of specific functions, including:

° Random assignment to treatment and control groups;

L Generated several different types of letters to SEED participants (e.g., results

of random assignment, end of waiver notification, two-month business status
review notification);

L Calculated the lump-sum payment amount; and

® Produced more than 20 project monitoring and tracking reports.

As such, the PTS supported SEED Demonstration operations and provided valuable

information for monitoring and evaluation purposes.
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3. DEMONSTRATION INTAKE AND ASSIGNMENT EXPERIENCES

As described in Chapter 2, the development of an appfopriatc'expcrimental sample
of SEED Demonstration participants involved several steps. The first step was to identify .
targeted claimants and invite those interested in self-employment to attend an Awareness -
Day meeting. Subsequent steps included reviewing project applications, assigning eligible
applicants to either a treatment or control grdup' and informing applicants of the results of
the process. In this chaptér we provide information on the flow of claimants through this
demonstration intake process.

The results described in this chapter provide valuable evidence on a number of
important issues involved in implementing and evaluating a self-employment program.
These issues include the proportion of claimants who are interested in seif-employment (i.e.,
the take-up rate), as well as the types of claimants who are interested in self-employment
and served by the SEED Demonstration in the different sites. This information should be
helpful to dgsigners of future programs in understanding the impl-ications of implementing
a self-employment program in different settings. In addition, information on the
comparability of the treatment and control groups provides valuable insights on the success
of the experimental design.

To address these issues, we examined quantitative information collected by the

Participant Tracking System (PTS) through March 1991.17 Because the last claimants to be

invited to the demonstration filed their claims in September 1990, and all intake activities |

17To make the size of the PTS data base more manageable, DOL developed a process that
purged records for certain types of claimants on an ongoing basis. For analysis purposes,
however, complete records were maintained for all individuals who participated in the first
intake activity (i.e.,, the Awareness Day meeting), as well as for a 10 percent random sample
of all new claimants in the demonstration sites.

81




were completed by October 1990, the results presented below capture the quantitative
aspects of the intake process for the entire SEED Demonstration.18

The remainder of this chapter is organized as follows. We begin with a description
of the results of implementing the claimant targeting criteria and compare the
characteristics of targeted and non-targeted claimants. We then present information on the
recruitment §teps related to participation in Awareness Das; meetings and submission of a
SEED application. This is followed by a description of the results of the application review
and screening steps. We then describe the results of the random assignment process --
including information on the comparability of the treatment and control groups -- and
‘provide additional information on the characteristics of treatment group members and how
they differ by site. The chapter concludes with information concerning the number of
weeks covered by these intake activities to assess whether the demonstration met its early

intervention goal.

Target Population

The SEED Demonstration targeted new Ul claimants without immediate job
prospects. Operationally, we invited new claimants with the exception of those who were
(1) on temporary lay-off (i.c., on standby); (2) full-referral union members; (3) under the age

of 18; or (4) the claim was backdated more than two weeks.!®

1855 indicated earlier, the results include data for the relatively few claimants who were
part of the pilot study in Vancouver, which began in September 1989, as well as data for the
other sites that began operations in February 1990.

191 addition, during the pilot study, ex-military persons filing a claim without
additional qualifying wages were excluded from the target group. A total of 100 such
claimants were excluded in the Vancouver site prior to full implementation of the
demonstration.
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Beginning with the pilot stu_dy, counts were maintained from each BAS run on the
nuxnher of new claimants who were excluded by reason.m During the period f rom April |
1990 through the end of the demonstration; separete counts were maintained by site.
According to these data, the primary reason that claimants were excluded f rcm the SEED
target populaticn was employer attachment. Of the 20,233 new claimants in the six sitesv
who were excluded from the SEED intake process because they did not meet the targeting
criteria, and for whom we have data on the reason for exclusion, 10,;9 (or-‘50.3 percent)
were cn standby. A total of 5,855 (or 28.9 percent) vlrere excluded due to being a f ullo
ref erral union member and a somewhat smaller number (3,644 or 18 .0 percent) were
excluded because they had a backdated claxm Very f ew clanmants (less than | percent)
were excluded f rom the SEED target group becausethey-- were undcr.age 18.

| There were also considerable differences acroes sites in the reeson for exclusion
from the target group. For example, there were diepropcrtionately mor‘e‘ claimants excluded
from the SEED intnke process in the Yakima site because they were employer-attached (79
percent)vthan in any other site. In contrast, only about 22 percent of ‘the new claimants
excluded in King‘; County were on standby. Rather, the primary reason for exclusion in
King (and Snohmnish) County“was belng a full-referral unicn;member. Specifically,
between 46-49 percent of all exclusxons in these two sites were due to being a member of a
full-referral union. o

The next step in the intake process invoh}ed sending invitation letters to new ‘

claimants in the six sites who met the targeting criteria.?! After correcting for double-

20A1though this information was collected for the entire demonstration period, counts of
excluded claimants by reason for all BAS runs in June 1990 could not be located for our use.
As a result, the aggregate counts reported in the text in this section likely under-represent
the total number of exclusions by about 15 percent but should not- affect the-qualitative
nature of the findings. _ :

211n the Vancouver and Wenatchee sites, all new claimants in the target group were sent
invitations to participate in SEED. In the other sites, letters were sent to randomly selected
sub-samples of the target group to maintain control of the flow of claimants through the
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counting of duplicate letters sent to the same claimant, SEED Unit staff report that BAS
sent a total of 42,350 invitation letters to targeted claimants during the intake period.??

The distribution of invitation letters by site is as follows:

o Vancouver 10,199
® Olympia 4,823
° King County © 11,455
L) Snohomish County 4,020
® Wenatchee 6,083
® Yakima 5,770

In Table 3.1 we compare the characteristics of new claimants who were included in
the target group and invited to the Awareness Day meeting with the characteristics of those
who were excluded from the target group and not invited. These résults are based on PTS
data for a 10 percent random sample of new claimants who filed for UI benefits in the six
sites during the demonstration intake peri’od.23 |

In the first column of Table 3.i, we present data on the background characteristics
of claimants targeted for invitation to participate in the demonstration. Data are displayed
for four different types of characteristiés: demographic, prior work experience, Ul
entitlement, and site. As this table indicatcs, 57 percent of the targeted claimants were male
and 82 percent were white. The average education was 12 years, with 32 percent having
either attended or completed college. The targeted claimants averaged 35 years of age, with

about one-fifth being 45 years of age or older.

demonstration services. Additional information concerning the sub-sampling rates is
provided in Chapter 5. ‘

220f these invitation letters, 501 (1.2 percent) were returned to the Employment Security
Department as undeliverable. The proportion of undeliverable letters ranged from a low of
0.4 percent in the Olympia site to a high of 1.7 percent in Yakima.

23For this analysis, the 10 percent sample corresponds to a sample of all targeted new

claims and non-targeted new claims within the range of SSNs in the sites that would have
allowed them to be invited to the demonstration at the time they filed their claim.
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Table 3.1

Characteﬁstics 6f 'Tar‘geted and Non-Targeted New Ul Chimants

i _ ~ Targeted Non-Targeted All New “
Claimant Characteristics (Tnvited to (Not Invited to ~ Claimants
! . .} Awareness Day) Awareness Day) L
H Demographics -
Percent male : . 56.6 79.7 61.4
Percent white _ 821 90.8 83.9
| Percent high school graduste 443 556 46.7
Percent some college - 21.6 19.2 21.1
Percent college graduate 10.4 3.5 8.9
Mean education (in years) 120 1.9 12.0
Percentage <24 176 12.6 16.6
Percent age > 45 v - 21.2 25.4 22.1
Mean age (in years) 354 36.8 35.7
Prior Work Experience -
Percent union hiring hall member |~ 0.0 - 26.3 5.5
Percent on standby . . .- 00 54.6 . 11.5
Percent professional/technical/
managerial occupation 14.9 4.0 12.6
Percent clerical occupation - - 157} 4.5 13.3
Percent mnufacturing sector 224 - 146 20.8
Percent services sector 24.4 27.2 250
UI Entitlement - | |
Mean weekly benefit amount ($) ' 144 183 152
Mean maximum benefits payable (§) | - 3,734 . 5,002 4,000
Site |
Percent in Vancouver 24.2 39.3 213
Percent in Olympia | 11.8 19.5 134
Percent in King County 1 2.4 : 19.9 |
Percent in Snohomish County 100 11.4
Percent in Wenatchee | 141 2.8
Percent in Yakima _ | 136 7.1
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In terms of prior work experience, about 15 percent of the targeted claimants were
most recently in professional, managerial or technical occupations, and nearly 16 percent
were in clerical o;cupations. Over twenty-two pefcent most reéently worked in the
manufacturing sector and 24.4 percent worked in the services sector. Consistent with the
design, no claimants in the target group were members of a union hiring hall or were on
standby.

Table 3.1 also provides data on targeted claimants’ Ul entitlements. In Washington,
claimants are entitled to up to 30 weeks of UI benefits at their weekly benefit amount
(WBA). The mean WBA for the group of targeted claimants in these sites was $144 and the
average maximum benefits payable (MBP) was over $3,700.

In terms of distribution by site, the population of targeted claimants was distributed
so that about one-halvf of the claimants were split between King County and Vancouver, and
the other half were fairly equally divided between the four other sites. It should be noted
that Vancouver comprises such a relatively large proportion of the overall population of
targeted claimants who received invitation letters (despite its relatively small claims load)
largely because the pilot study was in Vancouver. It should also be noted that the number
of claimants in King County who were selected to receive an invitation was limited by
randomly selecting 40-60 percent of the target population. The sub-sampling in King
County was implemented to maintain a manageable caseload in this large urban site.

In the second column of Table 3.1 we present the characteristics of non-targeted
claimants. As these data indicate, non-targeted claimants were quite different from
targeted claimants, and in ways that are expected given the targeting criteria. For example,

non-targeted claimants were much more likely to be union members and on standby.?*

The reported proportions of claimants in the non-targeted group who were on standby
or were full-referral union members represent our best estimates after adjusting the PTS
master file for information on the work search indicators at the time the claim was filed.
These proportions are quite consistent with the results discussed above.
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Non-targeted claimants were also much less Iikeiy to be in prof eSsional, technical or
managerial occupations or in clerical occupation#. They were more likely to be‘male, white
and slightly older, and were less likely to hvave any post-secondary education. ‘Ip addition,
non-targeted claimants had a considefably higher average weekly benefit amount and
maximum benefits payable. Thus, it appears that the targeting procedures ﬁ"sed by BAS
were properly implemented dhring the demonstration and identified-those new claimants

without immediate job prospects or union-attachment.

Recruitment and Project Application

The next step in the intake process concerns recruiting targeted claimants for the _
demonstration. Of the 42,350 targeted new claimants who received an invitation to attend
an Awareness Day meeting, 3,167 (7.5 percent) were interested enough i»n the possibility of
participating in the self-employment program to attcﬁd the m«::eti_ng.25 The take-up rate

differed considerably by site as shown below:

. Vancouver - 6.9%
® Olympia 9.5%
] King County 8.8%
° Snohomish County 9.8%
° "Wenatchee ~4.6%
® Yakima 5.6%

Total o 7.5%

The low rates in the ' Wenatchee and Yakima sites relative to King and Snohomish Counties
(and to the Olympia site) may be indicative of a lower interest in self—employment among
targeted new Ul claimants in rural areas than in urban areas. ‘Alternatively, if-?may reflect
the much higher unemployment rates in these rural areas f(describéd in Chapter 2) and
represent claimants’ assessments of the prospects for self-employment in such environments.

B

[

5If one adjusts for the 501 undelivered applications, this increases the Awareness Day
take-up rate only marginally from 7.5 percent to 7.6 percent.
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In the first column of Table 3.2 we provide information on the characteristics of the
3,167 targeted claimants §vho attended Awareﬁcss Day meetings. By comparing these data
with information given in the first column in Table 3.1, we can infer how the
characteristics of Awareness Day meeting attendees differ from the average claimant
invited. These results suggest that rclativc to invited claimants, those who were sufficiently

interested in the self-employment option to attend the Awareness Day meeting are:

) More likely to be male (65 percént ve‘rsus 56 percent);

® More likely to be white (90 percent vérsus 82 percént);

® More educated (54 percent attended some college versus 32 percent);

L Somewhat older (average age of 39 versus 35);

® Much more likely to have been in a pfofessional, technical or managerial

occupation (32 percent versus-15 percent); and
L More likely to have greater pre-claim earnings as evidenced by their higher
Ul entitlements (mean weekly benefit amount of $179 versus $144; mean
maximum benefits payable of $4,863 versus $3,734).
Thus, this self-screening step resulted in identifying older, more-educated, professionals
with somewhat greater Ul entitlements.

During the Awareness Day meeting, interested claimants were provided with a SEED
application packet. Of the 3,167 targeted claimants who attended the Awareness Day
meeting, 1,932 (61 percent) chose to submit a SEED application. Among those who attended
Awareness Day, the application rate varied considerably across site, with only King County

(67.6 percent) and Snohomish County (64.5 percent) exceeding the overall mean, and ranging

to a low of 48.9 percent in Yakima.2®

26Although we have no detailed information on the reasons for why claimants who
attended Awareness Day did not submit applications, limited information from the pilot
study suggests that the Awareness Day meeting and the application served a useful self-
screening function. Specifically, the reasons given by a small sample of claimants who
attended the meeting but did not submit an application were primarily related to lack of
adcquate capital or concern over whether self-employment was right for their situation.
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E ¢ ' V . Table 3.2

Characteristics of Targeted Claimants Who Atténded Awareness Day,
Submitted Applications, and/or Were Randomly Assigned

Attended - Submitted Randomly
Awareness Day Application Assigned
Claimant Characteristics (N = 3,167) N = 1,932) (N = 1,507)
“ Demographics -
Percent male | 65.4 67.5 67.4
Percent white , 89.9 91.5 92.1
Percent high school graduate 354 33.2 31.5
~ Percent some college : 31.4 32.0 32.9
Percent college graduate 23.1 26.9 ' 28.7
Mean education (in years) 13.3 13.7 13.8
Percent age < 24 - 4.5 4.0
Percent age > 45 : 28.7 27.3 28.0
Mean age (in years) | 393 39.3 39.5
Prior Work Experience
Percent professional/techﬁical/ .
mansgerial occupation . 320 35.1 37.2
Percent clerical occupation 14.2 13.0 13.3
Percent manufacturing sector 24.2 24.2 23.7
Percent services sector 26.9 27.6 28.3
Ul Entitlement _
Mean weekly benefit amount ($) 179 | 188 197
Mean maximum benefits payable ($) 4,863 5,156 5,427
Site ,
Percent in 'Vancouver 22.2 21.5 20.4
Percent in Olympia 14.3 13.7 12.5
Percent in King County - 32.0 35.5 37.8
Percent in Snohomish County o 12.4 13.1 . 13.3
Percent in Wenatchee 8.9 8.1 7.8
Percent in Yakima 102 8.2 8.2
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Combining the results of the first two intake steps -- Awareness Day and SEED
application -- we find that 4.6 percent of all targeted claimants who received an invitation
letter submitted a SEED application. This overall application submission rate varied across

site as follows:

) Vancouver 4.1%
® Olympia 5.5%
] King County 6.0%
° Snohomish County 6.3%
[ ] Wenatchee 2.6%
® Yakima 2.7%

Total 4.6%

These results again confirm that interest in self-employment among targeted Ul claimants is
much higher in low-unemployment urban areas -- particularly in the greater Seattle areas of
King and Snohomish counties -- than in high unemployment rural areas.

In the second column of Table 3.2, we present the characteristicé of claimants who
submitted a SEED application. The differences noted above between Awareness Day
attendees and all targeted claimants were even more strongly apparent in the subset of
claimants who submitted applications. For example, relative to all Awareness Day
attendees, the subset who submitted a SEED application were somewhat more likely to be in
professional, managerial or technical occupations, and also had about five percent higher

Ul entitlements on average.

Application Review and SEED Eligibility

The next step in the SEED in‘takc process is the review of SEED applications. The
applications were reviewed for timeliness (postmarked within seven days of Awareness
Day), and for being substantively complete. This review process resulted in rejecting very
few applicants at this stage, as the applications were generally quite detailed and of high

quality. Specifically, of all applications submitted, only 52 (2.7 percent) were rejected
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because they were submxtted late, and jUSt 20010 percent) were rejected because they were
not complete | :

Among those with valid applications the only remaining reason for cxclusion f rom
the random assrgnment pool relates to ehgrbxhty for UL In partrcular avallable data
indicate that the prlmary reason for appl:catlon reJectlon was nonmonetary 1nehg1brlxty at
the tnmc of random assrgnment 7 Speclf 1cally, at the time the random assxgnment ‘
program was lmplemented 285 clalmants who submntted apphcatxons were determmed to be
nonmonetarily mehgrble for UI benefi 1ts Another 55 apphcants were l’CJCCth because the
claim was not monetarily valid and a few others were rejected because the UI clalm was
canceled / | N |

Overall there were some differences by site in the proportron of re Jcctcd
applrcatlons For example the rejection rate ranged from a low of 16.7 percent for ng
County applxcants to a h:gh of 28.4 percent for apphcants in the Olympna site. Thc hrgher
rejection rate in Olympxa 1s prrmanly duetoa greater proportlon of apphcants bemg
Judged to be nonmonetanly melxgxble Except f or this dxf ference, however there are very
minor dnf f erences across sites in the proportlons of applxcanons rejected f or different

reasons.

Random Assignment and Comparability of Treatment and gontrol Groups A

Of the 1 932 SEED apphcatnons submlttcd a total of 1,507 were mcluded in the pool

for random assxgnment The random assxgnment pool corresponds to 47.6 percent of all

*"The design called for deferring from the random assignment pool -- for up to 36 days
after the claimant’s effective date of claim -- all applicants whose final monetary
determination had not been made and all individuals with a stop payment code of 11 on.
their claim. A stop code of 11 indicated a temporary nonmonetary issue stop that if
resolved within 36 days allowed the claimant to enter a subsequent random assignment pool.
Individuals with permanent (or indefinite) payment stops were excluded from the random
assignment pool.
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individuals who attended Awareness Day and 3.6 percent of all claimants in the target
group.

As shown in the third column of Table 3.2, the characteristics of claimants in the
random assignment pool is extremely similar to the characteristics of the broader group who
submitted SEED applications. The only difference appears to be in terms of Ul entitlement,
where claimants in the random assignment pool have a somewhat higher WBA and MBP.
This is a direct result of the fact that some of the claimants were excluded from random
assignment because they were not eligible for Ul

The random assignment program included in the PTS was implemented once each
week. Over the course of the demonstration, this program randomly assigned 755 claimants
to the treatment group and 752 to the control group. A critical evaluation issue concerns
the comparability of the individuals in the two groups. The results in Table 3.3 indicate
that the random assignment process was successful in generating two groups that were
remarkably similar on all of the standard characteristics collected at the time the claim was
filed. Moreover, we also conducted t-tests of differences in means on thesc ch#ractcristics

and none of the differences was statistically significant at the .05 level.

Characteristics from the SEED Application

In addition to the basic individual characteristics data obtained through the Ul
claims-filing process, information from the SEED application provides a more
comprehensive understanding of the backgrounds of individuals served by the SEED
Demonstration, as well as useful supplemental data on the extent to which the treatment
and control groups are comparable. Selected application information for the treatment and
control groups are presented in Table 3.4. In particular, this table provides information on

claimant’s marital/family status, reason for job separation, assets and liabilities, and prior
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Table 3.3

Characteristics of Treatment and Control Groups

e A : Treatment Group Control Group
Claimant Characteristics . (N=75). (N =1752)
Demographics _
Percent male , ' 66.5 68.2
Percent white : 91.3 92,9
Percent high school graduate 31.5 31.4
: Percent some college , 32.6 33.2
Percent college graduate 295 27.8 -
Mean education‘(in years) 138 13.8
Percent age < 24 ' 4.4 3.6
Percent age > 45 ' 27.5 28.4
J Mean age (in years) - v 39.4 39.6
Prior Work Experience
Percent professional/technical/ :
managerial occupation A 38.9 35.6
Percent clerical occupation ‘ 12.2 14.4
Percent manufacturing sector , 22.9 24.5
o Percent services sector 29.0 27.6
UI Entitlement |
Mean weekly benefit amount (§) 196 198
Mean maximum benefits payable (§) 5,395 545
Site | |
Percent in Vancouver : 50.5 ‘ | 20.3
Percent in Olympia 12.5 12.6
Percent in King County : 37.9 37.8
Percent in Snohomish County ‘ ‘ 13.2 13.3
Percent in Wenatchee . o : 7.7 - 7.8
| Percent in Yakima | 8.2 8.1
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Table 3.4

Additional Characteristics of Treatment and Control Groups from

SEED Application
Treatment Group Control Group
Claimant Characteristics o (N = 1755) N = 752)

Marital/Family |

Percent married 63.2 66.0

Percent divorced 19.1 16.9

Percent never married 13.9 14.7

Percent separated or widowed 3.7 24

Percent spouse working | 40.7 45.4

Percent with children less than age 6 22.2 21.6
Reason for Job Separation

Percent plant/company closure ‘ 9.8 9.5

Percent job/contract completion 9.2 8.0

Percent seasonal layoff 5.7 5.4

Percent temporary layoff 18.2 15.5

Percent permanent layoff 23.5 24.9

Percent fired : 14.6 14.6

Percent quit 3.2 3.6

Percent other 15.8 18.5
Percent Expect to Return to Work 18.3 16.9
Work/Business Experience

Mean years of work experience 20.3 20.1

Percent with work experience relevant to |

business 84.4 84.8

Mean years of work experience relevant to

business 8.3 8.4

Percent owned a business previously 1 36.6 38.3

Percent currently own a business 7.0 9.3
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. Table 3.4 (continued)
Additional Characteristics of Treatment and Control Groups from
SEED Application
v . R ‘~TreatmentGroup_ . Control Group
Claimant Charscteristics CN=75% | @ N=1752)
Assets and Liabilities SRR N -

Percent homeowner S 61 | 48.4
Mean value of home among homeowners ($) | 100,792 C 104,230
Mean home equity among homeowners ($) : 51,235 55,301
Percent with cash resources 66.0 | 68.8
Mean value of cash resources among those , | o
who have some cash ($})‘ S . 11,925 13,015
Percent with major credit cards 56.3 57.8

Percent with consumer debt 714 703
' Mean unpaid balance among those with : b -
consumer debt (§) o .. 6,674 , . 5,586
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work and self-employment experience. Such information provides a useful context for
interpreting the business support services received by the treatment group.

Before describing the results, it is important to note that the differences between the
treatment and control groups in this table wererquite small, and none of the differences was
statistically significant. Thus, d‘a’ta from the SEED application further support the
comparability of the treatment and control groups.

In the first column of Table 3.4 we present selected characteristics from the SEED
application for the treatment group. As this table indicates, nearly two-thirds (63 percent)
of the claimants in the treatment group were niarried, 19.1 percent were divorced and 13.9
percent had never been married. Over 40 percent of the treatmcnt‘group had a working
spouse and 22 percent had a child under six years old. Although comparable information is
not available for all targeted claimaﬁts, data from other studies suggest that the SEED
treatment group may be disproportionately more likely to be married and have'a working
spouse than the typical new targeted claimant.2® The support of a spouse, and the
additional financial resources from a working spouse, are likely to be important in
encouraging Ul claimants to consider self-employment.

Information concerning reason for job separation indicates that over three-fourths
of the treatment group members were permanently separated ffom their jobs. Although
none of the treatment group members were of ficially put on standby, 18 percent reported on
their SEED applications that they were on temporary layoff and another 6 percent reported
they were on seasonal layoff. Moreover, 18 percent of the treatment group reported that

they expected to be called back to work by their previous employer. Because this

28For example, information obtained from a recent UI demonstration program in
Washington State indicated that less than one-half of all new claimants were married and
only about one-fourth had a working spouse. See Johnson, Terry R. and Daniel H.
Klepinger, Evaluation of the Impacts of the Washington Alternative Work Search
Experiment, Unemployment Insurance Occasional Paper 91-4, U.S. Department of Labor,
1991. :
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potentially suggests a lower commitment to starting a business; it will be important to
examine the participation of such claimants in SEED services and their experiences in
starting a business.

Information from the SEED a“pp'lication also indicates that trcafment group members
have extensive prior work experience. For example, the mean work experience is 20
year‘s.29 Moreover, roughly 85 percent of the treatment group members had prior work
experience relevant to the proposed business, with an average of over 8 years of relevant .
experience. In addition, over one-third (36.6 percent) had previous expériencc in owning a
business and 7 percent indicated they owned a business at the time of SEED application.
These data. suggest that the self-screening processes yielded a treatment group with
extensive work and prior business experience, a small minority of whom were already in.
business for themselves.

In the final panel of Table 3.4, we provide information on the assets and liabilities
of treatment group 'mcinbcrs. Based on these data, it appears that the average treatment
group member potentially has access to substantial financial resources to support starting a
business. For example, nearly one-half (46 percent) owﬁcd a home, with home equity
amounting to over $50,000. Moreover, two-thirds of the treatment group reported they had
some cash resources -- such as savings accounts, checking accounts, moncy market accounts,
stocks, bonds -- and that the average value of those resources was nearly $12,000. Mdre than
one-half (56.3 percent) of the treatment group had a major credit card, which could
potentially be used to charge personal or business expenses if necessary. Finally, in terms of
liabilities, 71.4 percent currently had some cdnsumer debt, with a mean value of just under

$6,700.

2®Work experience is dcfmed as the.number of years since age 16 in which the
individual worked at lcast 6 months of the year.
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Taken together, the information from the SEED application suggests that treatment
group members have extensive work experience and generally have access to quite
;substantial resources available to support their business development efforts if needed.3®
In addition, information from Table 3.3 indicated that these individuals were eligible for

nearly $200 per week of UI payments for up to a 30-week period, which could generate a

significant lump-sum payment if all project milestones were met.

Business Ideas

In addition to the background characteristics of the individuals selected to
participate in SEED, an important element that will likely affect certain outcomes of the
demonstration (e.g., business development) concerns the types of businesses that individuals
intend to establish. As shown in Table 3.5, the majority (53 percent) of the business ideas
proposed by treatment group members in their SEED applications were in the service sector.
This is the dominant type of business, with at least 40 percent of claimants in all sites
proposing service businesses, ranging to a high of nearly 60 percent in King County. Other
business types that were proposed with some degree of frequency include retail trade (20

percent), construction (10.5 percent) and manufacturing (8.5 percent).

Treatment Group Members by Site

To get a better understanding of the types of claimants served by the SEED
Demonstration across sites, in Table 3.6 we provide information on selected background

characteristics of the treatment group members by site. As this table indicates, there are

3°Although the treatment group members on average appear to have access to
considerable resources, a potential concern was whether a significant number of SEED
individuals had very few resources to'draw on. To explore this issue, we calculated the
proportion of treatment group members who did not have specific combinations of assets.
These results indicated that virtually all treatment group members had some assets. For
example, only 5.8 percent did not own a home and had no cash resources.
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Table 3.5

Types of Businesses Proposed by Treatment Group by Site

(Percent)
All Site
Treatment
. Group v PR . King | Sfiohomish | = . :
] Type of Business Members Vancouver Olympia County County Wenatchee Yakima
(N = 755) (N = 155) N=94 | N=286) ] (N=100 (N = 58) N = 62)
Construction 10.5 84 1338 . 80 | 140 12.1 145
Manufacturing 8.5 - 103 . 85 8.0 9.0 8.6 4.8
Transportation/Utilities 1.9 1.9 00 2.8 1.0 35 0.0
Wholesale Trade 28 1.9 2.1 .39 2.0 3.5 1.6
Retail Trade 20.0 23.9 18.1 .16.4 15.0 29.3 . 29.0
Finance or Real Estate 2.0 2.6 32 . 1.8 2.0 1.7, 0.0
Services 53.0 49.7 48.9 58.7 55.0 - 41.4 48.4
Other 13 13 5.4 0.4 2.0 0.0 17
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Table 3.6

Characteristics of Treatment Group by Site

All
Treatment Site
Group
Members King Snohomish
Claimant Characteristics N = 755) Vancouver Olympia County County Wenatchee Yakima
. N = 155) N =99 (N =286) | (N = 100) N = 58) N = 62)

Demographics

Percent male 66.5 69.7 69.1 63.3 67.0 63.8 71.0

Percent white 913 95.5 98.9 88.7 92.9 91.4 79.0

Percent high school graduate 315 4.5 29.8 21.0 32.0 32.8 48.4

Percent some college 326 329 36.2 130.8 32,0 36.2 323

Percent college graduate 29.5 17.4 24.5 4.4 30.0 12.1 14.5

Mean education (in years) 13.8 13.2 13.6 14.7 139 12.6 12.9

Percent age < 24 44 5.8 9.6 38 0.0 1.7 4.8

Percent age > 45 215 323 19.1 27.6 . 240 32.8 29,0

Meen age (in years) 394 394 374 39.6 40.2 40.2 39.2
Prior Work Experience

Percent professional/technical/ 38.9 33.3 36.2 50.9 39.0 15.8 23.0

managerial occupation

Percent clerical occupation 12.2 13.1 12.8 11.4 10.0 8.8 19.7

Percent manufacturing sector 229 238 22.8 25.9 19.6 19.0 16.4

Percent services sector 29.0 28.6 26.1 31.6 34.0 22.4 21.3
UI Entitlement

Mean weekly benefit amount ($) 196 193 191 208 205 164 174

Mean maximum benefits payable ($) 5,395 5,139 5,161 5,913 5,588 - 4,294 4,726
Marital/Family

Percent married 63.2 64.3 71.0 54.2 65.0 81.0 71.0

Percent spouse working 40.7 37.2 41.8 36.8 46.9 50.9 45.8
Percent Expect to Return to Work 18.3 18.8 14.0 13.1 9.1 50.9 323
Assets

Percent owned a business previously 36.6 38.8 415 33.0 40.8 36.2 344

Percent currently own a business 7.0 53 6.5 7.1 11.3 5.2 6.6

Percent homeowner 46.1 4.4 56.4 440 48.0 43.1 435

Mean home equity among

homeowners ($) 51,235 36,483 30,747 70,553 69,236 31,150 27,979

Percent with cash resources 66.0 60.6 58.5 733 71.0 53.4 61.3

Mean value of cash resources among

those who have some cash () 11,925 7,948 9,115 14,401 18,058 5,342 6,343
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considerable differences across sites in the characteristics of SEED treatment group
members. The most striking differences appear to be in King County, which served a quite
advantaged population, as compared to the Wenatchee and Yakima sites, which served a
relatively less advantaged population. Some of the major differences are summarized
below:

] Approximately 75 percent of the treatment group in King County had
attended (or completed) college, with a mean number of years of schooling
completed of nearly 15. This: compares to less than 50 percent having
attended (or completed) college in Wenatchee or Yakima and an average
number of years of schooling of less than 13 :

° About one-half of the treatment group members in King County were most’
recently in professional, tcchmcal or managerial occupations as compared to
just 15-23 percent in Wenatchee and Yakima.

® Treatment group members in Wenatchee and Yakima were much less'hkcly to
have been in the manufacturing or services sectors (38-41 pcrccnt) as
compared to those in any other site (49-57 percent).

® Ul cntxtlements were consnderably higher in King County with a maximum
benefits payable that averaged over $5,900, as compared to about $4,300-4,700
in the rural areas of Wenatchee and Yakima.

L] King County treatment group members were less likely to be married (54.2
percent), particularly as compared to Wenatchee claimants (81 percent).

® ‘Treatment group members in Wenatchee (50.9 percent) and Yakima (32.3
percent) were much more likely to report they expected to be called back to
their previous employer than those in other sites.

L Treatment group members in King and Snohomish counties have more assets -
- in terms of home equity and cash resources -- than claimants in other sites,
and particularly relative to those in the two rural sites.

These differences in the characteristics of treatment group members -- in terms of
background factors, experience, resources and commitment to self -employment -- will be

important to keep in mind in understanding the services received and in interpreting the

results of the impact analysis.
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The Timing of Intake Activities

The SEED Demonstration was intended to be an early intervention program. It was
anticipated that by recruiting claimants as early as possible in their claim for SEED and by
providing services early that the program would serve individuals who most wanted to
become self-employed (rather than those who had no other attractive option) and would be
able to provide the maximum possible support to individuals during the business startup
period. The program was designed to select individuals into the treatment group by the
fourth or fifth week of the claim and have treatment group members attend busingss

training modules by the fifth or sixth weeks. In the remainder of this chapter, we present
data that show how these timing objectiv‘es were achieved in the SEED Demonstration.

Data on the timing of intake activities through assignment to the first service --
business training modules -- are summarized in Table 3.7. This table shows that the intake
and recruitment processes occurred as planned. For example, the average length of time
from the effective date of claim until Awareness Day was 18 days, or about 2.5 weeks.
About 37 percent of the treatment group members attended an Awareness Day within 12
days of their effective date of claim (EDC) and another 47 percent attended Awareness Day
19 days after their EDC. Because a few claimants were re-scheduled for a later Awareness
Day and some meetings were postponed because of holidays, a relatively Small percentage
(15.8 percent) did not attend a meeting until about 4 weeks after their EDC or slightly later.
Moreover, there were relatively small differences in timing across sites, except for
Wenatchee, which tend’ed to have a somewhat longer time to Awareness Day.

The time from Awareness Day to random assignment took another 11 dayS on
average. Thus, individuals in the treatment group were randomly assigned within 29 days
from their EDC on average, or with about 4 weeks in total. Not surprisingly, there was
relatively little variation across sites in the time from Awareness Day to random

assignment.
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Table 3.7

Timing of Intake Activities by Site

(Percent)
All
Treatment Site
Group
. Members King Snohomish i )
Activity - N = 755) Vancouver Olympia County _County Wenatchee Yakima
N = 155) N =949 (N = 286) | (N = 100) N =58 N = 62)
Effective Date of Claim to Awareness
Day
< 12 days 36.9 38.1 4.6 36.0 39.0 25.9 37.1
19 days 473 52.9 40.4 47.6 46.0 51.7 40.3
> 26 days 15.8 9.0 17.0 16.4 15.0 234 226
Mean days 17.7 17.1 17.8 17.7 17.4 192 18.2
Awareness Day to Random Assignment
X 6 days 29.0 22.6 351 322 32.0 27.6 21.0
7-13 days 59.1 61.9 56.4 60.5 48.0 60.3 66.1
> 14 days 11.9 155 8.5 7.3 20.0 12.1 12,9
Mean days 111 119 104 10.7 11.7 10.6 11.8
Random Assignment to First Training
Module
< 7 days 53.0 51.6 43.6 52.1 50.0 67.2 66.1
8-14 days 2.4 413 52.1 423 50.0 31.0 29.0
> 15 days 4.6 7.1 43 5.6 0.0 1.8 49
Mean days 10.2 10.5 10.5 10.2 10.4 9.4 9.4
Mean Days from EDC to First Training
Module 39.0 39.5 38.7 38.6 39.5 39.2 394
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"

Finally, in the bottom panel c;)f Table 3.7 we show the length of time from random
assignment to the scheduled date of the first training module. These data indicate that over
95 percent of the claimants were scheduled to attend their first business training module
within two weeks of random assignment, with a mean of 10 days.

Taken together, we see that the average time from EDC to the date for the first
training module was 39 days, or about 5 and one-half weeks. Thus, it appears that the
timing and frequency of key intake and service activities described in Chaptcr 2 occurred
on schedule and helped ensure that the goal of eai'ly intervention was achieved. Moreover,
the design feature of consistent frequency of activities in all sites resulted in no differences
on average in the timing of intake and initial service activities across sites, which will make

it easier to understand potential reasons for differences in program impacts across sites.
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'4.. SEED BUSINESS SUPPORT SERVICES AND FINANCIAL ASSISTANCE

As described in Chapter 2, individuals randomly assigned to the treatment group
were of fered a number of business support services and financial assistance. The business
startub services component included intensive classroom training, assistance in preparing a
business plan, individual counseling and peer support groups. The f i:ancial assistance
included periodic self-employment allowance payments equal to their weekly benefit
amount and a work search waiver while they were trying to staft a business. Moreover,
those who met all program milestonés received a lump-sum payment equal to their
remaining Ul entitlement.

The extent to which SEED treatment group members dropped out or completed the
program, the specific services received and différences in these factors across sites are

important to understanding the results of the impact analysis. In this chapter, we examine

the extent to which treatment group members réceived various SEED services.

Business Training Modules

Business startup assistance offered to treatment group members began with business
tvr’aining modules. Instructions for attending a set of four business training modules at a
specific location were included in the letter sent to treatment group members informing
them of their selection intq SEED. As described above, the first training module was held,
~on average, about 10 days aftér random assignment. Although attendance at the first
modulé was requifed -- to ensure the participation agreement was signed -- it was possible
for subsequent modules to be waived by the business development specialist (BDS) if the
claimant could demonstrate proficiency in/éhe topics covered in these modules. Treatment
group members who did not attend the first training module were dropped from the

demonstration:
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In Table 4.1 we provide information on business t'rair.xing module attendance. Of the
755 claimants in the treatment group, 640 (84.8 percent) attended the first training module.
Thus, the dropout rate from the treatment group prior to business training was about 15
percent.3! The initial commitment to self-employment, aS indicated by éttendance at the
first module, was highest (nearly 88 percent)v in King County, and ranged to a low of about
80 percent in the Wenatchee, Yakima and Olympia sites. |

Among treatment group members who attended the first business training module,
nearly all attended the remaining three modules, and very few waivers were granted.
Specifically, the attendance rate (including ihe waiver) for the other three modules was 98--
99 percent overall, with very little variation across sites. The number of claimants whose
attendance was waived ranged from 3 for Module 4 to 9 for Module 3, and most of the
waivers were given in King County and Vancouver.

In tofal, only 10 treatment group members attended the first training module and did
not complete the other three modules. Taken together with the attendance rate results for
the first module, this table indicates that the proportion of treatment group members who
completed the set of four training modules ranged from a high of over 87 percent for King
County, to 84 percent for Snohomish County and Olympia, and to 76-79 percent for the
other three sites. The relatively high dropout rate for claimants in chatchcé (24.1 percent)
is consistent with the high proportion of those claimants who ihdicatcd that they expected

to be called back to work by their previous employer.

311f the self-screening process had perfectly identified a group of claimants committed
to self-employment, the drop-out rate prior to the training modules would have been zero.
The 15 percent drop-out rate experienced in SEED was, however, quite reasonable for such
a demonstration program.
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Table 4.1

Attendance at Business Training Modules by Site

(Percent)
Au.
Treatment Site
Group
Members King Snohomish
Business Training Modules ™ = 755) Vancouver Olympia County County Wenatchee Yakima
WN=155) | N=94) | WN=286) | W=100) || (N=359 (N = 62)

Module 1

Percent attended 84.3 85.8 80.9 87.8 84.0 793 80.6
Module 2 (Among those who attended -
Module 1) ) ‘

Percent attended 98.6 97.7 97.4 98.4 100.0 100.0 ©100.0

Percent waived 0.8 1.5 0.0 12 0.0 0.0 00
Module 3 (Among those who attended
Module 1)

Percent attended 97.2 95.5 96.1 98.0 100.0 97.8 94.0

Percent waived 1.4 23 0.0 1.6 0.0 0.0 4.0
Module 4 (Among those who attended
Module 1) )

Percent attended 98.1 97.0 96.1 99.2 100.0 95.7 98.0

Percent waived 0.5 L5 0.0 0.4 0.0 0.0 0.0
All Four Modules

Percent attended/waived 834 83.8 7.7 87.4 84.0 75.9 79.0
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Business Counseling

In their role as case managers, business development specialists provided assistance
to treatment group members in the form of counseling on the preparation of a business plan
and on other issues. The intent was for the BDS to take a proactive role and provide
individualized counseling and assistance throughout the developmcnt of the business plan
and business startup. To encourage this proactive role, an objective was established for the
BDSs to make at least one follow-up contact with all participants during the first few weeks
after the business training modules and prior to the End of the Waiver Period Review.3?

In Table 4.2, we provide data on the individual counseling sessions recorded by the
business development specialists. As this table indicates, there were a total of 1,613
counseling records in the PTS for the 755 treatment group members, or about 2.1 counseling
activities per claimant. Among the subset of SEED participants who completed the four
training modules, this corresponds to about 2.5 counseling activities per person.

For each counseling session, business development specialists recorded the primary
topics of the session and the approximate time spent on each. As this table indicates, the
major focus of the individual counseling sessions was on helping treatment group members
develop a business plan. Overall, nearly one-half (47.7 percent) of the counseling activities
recorded were focused on business plan development assistance.

As indicated near the bottom of the table, 22 percent of the counseling activities
concerned either initial contacts (4 percent) -- to deal primarily with participation issues --

or to meet the objective of the one follow-up contact (18 percent).3® If these contact-only

32This objective was formalized for the full demonstration period based on the results of
the pilot study, which suggested that the BDSs were not taking a very proactive role as case
managers.

33Although the rate of specific follow-up contacts appears to be low in most sites, it must
be noted that 91.4 percent of all participants who completed the four training modules
either received counseling, participated in an Entreprencur Club meeting, or were contacted
by their business development specialists. Thus, only 8.6 percent of these individuals had
no further contact with their BDS.
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Table 4.2
Distribution of Counselirig Activities by Site
(Percent)
Al .
Counseling Site
Activities - -
N = 1,613) Kiog | Snohomish
Counseling Activities A Vancouver Olympia County |~ County Wenatchee Yakima
. ‘ ‘ N=318 | N=141) | N=640) | N=196) | N=193) | (N =125
Starting a New Business 6.3 9.1 13.5 53 1.5 42 6.4
Business Plan 41.7 68.9 30.5 415 449 28.5 48.0
Sources of Credit/Financing 1.6 0.6 43 2.0 20 0.0 0.8
Sales/Advertising/Promotion 5.7 0.6 177 1.2 219 2.1 8.0
Market Research L9 1.3 5.0 1.7 0.5 0.5 5.6
Accounting/Financial Statements 2.4 0.6 1.4 3.9 46 00 0.8
Initial Contact ’ 4.0 0.0 0.0 4.1 14.8 0.0 8.0
Foilow-up Contact 18.0 0.0 7.1 24.7 26 523 12.8
Miscellancous 12.4
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activities (i.e., sessions at which no counseling actually’ o'ccu’rred) were not included, these
results indicate that nearly 60 percent of the counseling sessions during which counseling
was petf ormed focused on providing business plan assistance.

The results in Table 4.2 indicate that relatively little counseling on special topics was
provided, except in so far as it related to the business plan. That is, only 6 percent of the
counseling records specif icnlly indicated counseling on the topics of sales, advertising or
promotion, and another 6 percent dealf with’ acnounting, mnrket research or financing. In
addition, approximately 6 percent of the counseling activities involved the provision of
general business startup assistance,

There appear to be considerable differences in the counseling activities across the
six demonstration sites. For jcxample, the average number of counseling aétfvities ranged
from a low of 1.5 in Olympia to a high of 3.3 in Wenatchee. The high number of counseling
activities in Wenatchee is striking, particulnrly in light of the large proportion of early
drop-outs in that site. This is partly due to efforts in maintaining contact with participants
and recording many contact-only counseling activities. Specifically, over one-half (52
percent) of the reported counseling activities in Wenatchee were related to the objective of
one follow-up contact with each participant, with an average number of contact-only
activities of nearly two. This is in strong contrast to the sites of Vancouver, Olympia, and
Snohomish County, where very few follow-up contacts-only were recorded.34

The other difference across sites that is noteworthy concerns the topic of sales,
advertising and promotion. Only two sites -- Olympia and Snohomish -- reported counseling
sessions for a significant number of demonstration participants on the topic of sales,

advertising and promotion. Specifically, about one-fifth of the counseling activities in

34This could reflect differences across BDSs in the extent to which the contact-only
objective was pursued, differences in how counseling activities were recorded across sites,
or differences in the extent to which the contacts led to counseling on other topics and that
were recorded under those other activities.
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these two sites focused on these issues, as compared to only 1-2 percent in most other sites.
This difference could reflect differences in the experience and éXD¢rtisc of the BDSs in the
sites, or differences in the needs of the clai_méiits served.

Additional information concerning the extent of counseling received by SEED
participants is provided in Table 4.3. In this_ table, we prcs_éht thcv;Adistribution‘ Qf total
(actual) counseling hours per treatment group mémber overall and.‘bi’?'site,"af ter éxcludving
all recorded counseling activities théf were c}ontact-}only; As'this téﬁlé indicates, 70 percent
of the treatment group received some co'unéeling, with "an overall mean of 1.5 hours.3® The
results also indicate that very few participants receivcd a substantial amount of counseling,
with only 19 percent receiving 3 hours or more. »

There were, however, considerable diff creflces in thé number of counseling hoursrb.y
site. For example, over 40 percent of the tvlre"atmer‘xt group‘m‘emb_;rs in» Vancouver r:ceiyed '
at least 3 hours of counseling, as compared to 2-7 percent in Snohomish County, Olympia or
Wenatchee. Overall, it seems that there was relatively little counselling in Olympia.
Wenatchee and Snohomish County, with an average of 0.6-0.9 hours per person.

Although not reported in Table 4.3, we also examined the extent to which counseling
occurred before and after the business was establisﬁcd. Among those who received a lump-
sum payment, the average number of hours of counseling was 2.3. This compares to 0.5
hours of counseling for individuals who did not complete all milestones and receive a lump-
sum payment. Treating all counseling as before the lump-sum payment for those who did
not get a payment, our results indicate that about 85 percent of the total counseling hours
occurred before fcécipt of the lump-sum payment. Thus, for tﬁe most part, it appears that

counseling services were minimal after receipt of the lump-sum payment.

%When calculated over the 630 treatment group members who completed all four
training modules, the average incréases to about 1.8 hours each.
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Table 4.3
Distribution of Hours of Business Counseling Per Treatment Group Member by Site
(Perceat)
All
Treatment
Group Site
Members o .
Total Counseling Hours N = 755) King Snohomish
Vancouver Olympia Couanty County Wenatchee Yakima
N=155 | (N=99 (N =286) | (N=100) N = 58) N = 62)
None 29.9 323 383 = 25.9 23.0 43.1 29.0
.1-9 17.8 5.8 404 8.7 40.0 32.8 4.8
1-1.9 20.8 9.7 17.0 29.0 27.0 12.1 14.5
2-2.9 12.6 9.0 1.1 17.1 8.0 52 323
3-3.9 8.6 12.9 2.1 122 2.0 5.2 4.8
4-4.9 4.4 9.7 1.1 4.6 0.0 1.7 4.8
25 6.0 20.6 0.0 2.5 0.0 0.0 9.7
Mean hours of counseling 1.5 2.7 0.6 1.6 0.9 0.7 2.0




Qghe} Busingg. S Sﬁnngrg Services
| In addition to the bﬁsincss training modules, and individualized counseling, the
SEED Demonstration included a peer suppdrt grdup in each site and BDSs were to refer
participants to other sources of assistance available in the community as needed. Below we
briefly describe the extent to whi'cl'_l SEED participants trcceive‘d thésc scrvices.‘
Beginning in the sécqnd or third months of the demonstration= after a shf ficient
number of 'new. trcatment-v group membe?s wefe available -- Entrepx{eneur Club meetings
| were sched.‘uled'on a monthly basis. Thus, for claimants who were enrolled early in the
~ demonstration it was possible for them to attend upbto‘ 12 dif ferent méctings, as compared
to up to about 6‘m'eetings.for 'thosek'who enroljed late in the demonstrationT In Table 4.4 we
provide information on a‘t‘tendakr_l,ce at the En"trepreneur-Club meetings.
‘ Thg results in Table 44 indicate that the majority of treatment group members did
not take advantage of this optional peer-support group. Specifically, nearly two-thirds (64.1
percent) of all treatment group members did not attend any Entreprencur Club meetings.3®
Moreover, the mean number of meetings attended wasv.7. This indi'catcs that among those
participants who attended at least one mcétihg, the average number of meetings attended
was about two. The attendance at these peer-support meetings was lowest in Véncouvcr and
Wenatchee, and highest in Yakima and Olympia.

Another f 6rm of business startup services ava.ilablc was ref érral to other agencies
for assistance as needed. PTS data suggest that very little of this form of assistance
occuircd during the SEED Demonstration. Specifically, there were only 43 referral service
records in the PTS. Moreover, 37 of these records were for the Vancouver site, and the
remaining six were for claimants in King and Snohomish §ounties;‘thcre were no referral

records for the other three sites. Although the lack of referral records may reflect some

36This corresponds to 57.1 percent of all claimants who completed the four training
modules. '
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Table 4.4

Digtribution of Number of Entrepreneur Club Meetings Attended Per Treatment Group Member by Site

114

(Percent)
All
Treatment
Group Site
Number of Entrepreneur Club Members . .
Meetings Attended (N = 755) King Snohomish
Vancouver § . Olympia County County Wenatchee Yakima
(N = 155) N=94) | N=28) | (N =100 N = 58) N = 62)
None 64.1 72.9 60.6 62.2 60.0 67.2 59.7
1 17.5 15.5 19.1 20.6 16.0 15.5 9.7
2 8.6 4.5 6.4 7.7 14.0 12.1 14.5
3 4.5 32 43 4.6 5.0 3.5 8.1
>4 53 3.9 9.6 4.9 5.0 1.7 8.1
Mean number of meetings
attended 0.7 0.6 0.9 0.7 0.8 0.6 1.0
— T




letter instructing them to contact their BDS for an End of Waiver Period Review.

under-reporting of this activity, it is also likely to partly reflect the lack of other business
support services in some of the rural sites. In addition, the small amount Qf “this activity is
consistent with the views of some BDSs that participants did not need any assistance other
than what they were receiving from SEED. Information from the follow-up surveys may be

useful to better understand SEED participa'nts’ service needs.

Financial Assistance

In addition to receiving their regular weekly UI benefit amount, SEED treatment
group members received two other forms of financial a’ssistan>ce: (Ia 'Wa‘ive-r of the work-
search requirement while working full-time to start a busine’ss, and (2) a lump-sum payment
equal to the remaining entitlement at the time all five milestones were met. Below we

describe SEED Demonstration experiences with these financial assistance elements.

Work Search Waiver

The work search waiver enabled SEED participants to spend full-time in the pu_rsui’t
of their business startup plans rather than actively search for employment, as is normally
required for Ul recipients. The duration of the weekly benefit payments and the work -
search requirement waiver was initially set at 10 weeks. A couple of weeks before the
waiver was to expire, treatment group members who had not met all milestones were sent a
37

The purpose of the End of Waiver Period Review was to assess the progress of SEED
participants in achieving the five milestones and to determine whether the work search
waiver should be extended. Participants who were judged to be close to attaining the

milestones were to be granted an extension of a few weeks, the exact length of the extension

37For participants who did not contact the BDS to schedule this review, the BDS
initiated the contact and set an appointment. ‘
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being at the discretion of the BDS andvdepending on factors such as the nature of the
business being established.  In Tables 4.5 and 4.6 we provide information on the waiver
review process.

The results in Table 4.5 indicate that only 149 claimants were recorded as having at‘
least one End of Waiver Period Review.3® These results correspond to the first End of

Waiver Period Review and indicate that in Olympia, King County, Snohomish County and

Wenatchee these reviews generally occurred about 10 weeks after random assignment as
planned. Specifically, only 8 percent of the End of Waiver Period Reviews in King County
occurred before 9 weeks, and none of the reviews in the Olympia, Snohomish or Wenatchee
sites occurred before 9 weeks. Moreover, a relatively small proportion of these reviews (20-
29 percent) occurred after 12 weeks.

In the two remaining sites (Yakima and Vancouver), the results were quite different.
In Yakima, therc; were no End of Waiver Period Reviews recorded during the
demonstration. This is largely due to the very high proportion of SEED participants who
completed all milestones before Week 10 or had dropped out of the program by that time.

In Vancouver, on the other hand, a substantial number of End of Waiver Period
Reviews were reported before Week 6 (38.4 percent) and another 25.4 percent were reported
between Weeks 6 and 9. These early meetings in Vancouver, however, were not likely to be
comparable to those in other sites.- That is, End of Waiver Period Reviews were generally
initiated by letters, mailed about Week 8, informing participants to schedule an
appointment with their BDS. Since many of the Vancouver meetings were not initiated by

these letters, they should not have been recorded as End of Waiver Period Reviews. Most

%8Including additional reviews for claimants who had more than one review, the total
number of End of Waiver Period Reviews was 204.
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Table 4.5

Time to First End of Waiver Period Review by Site -
(Percent)

All With End .
of Waiver | 7 <. Site
. N = 149) . King: Snohomish
" Time -+~ .z U .Vancouver [ Olympia County County ' .| Wenatchee |~ Yakima
: N=36) | N=5 | =38 | @=9 | v=11 | =0
| < 6 Weeks : o oz 38.4 0.0 0.0 0.0 oo | — |
I 6 -9 Weeks 168 ] 256 | 00 19 | o0 0.0 -
I 9- 12 Weeks a7 | 201 | s00 1632 750 wo f - |l
1 > 12 Weeks 13.4 7.0 20.0 29.0 25.0 0.0 -
e e e — —— - e e——]
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Table 4.6

Results of First End of Waiver Period Review by:Site

(Percent)
All With End .
of Waiver Site
Review
N = 149) ; King <. | Snchomish .
‘Waiver Review Result Vancouver Olympia County County Wenatchee Yakima
N=3) | "=5 | =38 | =8 | ®¥=11) | &=0
Waiver Extended 48.3 16.3 80.0 94.7 100.0 83.3 -
Waiver Not Extended 2.7 - 0.0 0.0 5.3 0.0 16.7 -
Approved for Lump Sum 49.0 83.7 20.0 0.0 0.0 0.0 —
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likely, the meetings in Vancouver were general discussions about progress rather than End
of Waiver Period Reviews.

In sunimary, while substantial consistency was found.across most sites, somé‘
variation in End of Waiver Period Reviews did occur. Much of the obscrvcd variation,
however, was likely due to recording dif f erences rath.cr than real imp]eméntation
dvif ferences. ' - |

In Table 4.6 we present the results of the first End of Waiver Period Review. The
three possible results were extending the waiver, not extending the waiver (and returning
the claimant to the Ul system to search for regular employment), or dcte’rmining that thé
claimant had mef all of the milestones and approving the lump-sum payment. As this table
indicates, with the exception of Vancouver, the large majority of first waiver reviews (80-
100 percent) resulted in the waiver being extended, and very few claimants were instructed
to return to regular Ul In contrast, the large majority of Vancouver treatment-group
members with an End of Waiver Period Review were approved for their lump-sum payment
at that time. Thus, it appears that the BDSs in Vancouver generally completed an End of
Waiver Period Review service record whenever they approved a claimant for a lump-sum
payment, even if the claimant had not been instructed to schedule such a review. This helps
explain the unusual timing of these reviews in Yancouver noted above.

Because the majority of End of Waiver Pefiod Reviews that were recorded for SEED
participants occurred for Vancouver claimants -- 86 of 149 (57.7 percent) -- and since most
of these appear to have been in error, the most striking feature of these results is the
limited extent to which such reviews were conducted at all. This result, however, was to be
»expcctcd since the End of Waiver Period Review was esscntiallyva tool for reviewing those
cases that remained in the SEED program bcyond Week 10 without completing the
milestones or dropping out. It. is\not surprising that only a small fraction of individuals fell

into this category.
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Lump-Sum Payment

To receive a lump-sum payment, SEED participants had to achieve five milestones:

Complete the training modules;
Develop an acceptable business plan;
Establish a business bank account;
Satisfy all licensing requirements; and
Obtain adequate financing.

Although the intent was for participants to contact their BDS on an ongoing basis to report
the completion of milestones, in practice this did not occur. For example, nearly two-thirds
(64.8 percent) of those who received a lump-sum payment achieved the final four milestones
on the same date. This ranged from a low of about 40 percent in Vancouver and Wenatchee
to a high of 96.9 percent in Snohomish County. As a result, very few SEE!j participants
were recorded as having achieved different combinations of milestones. Specifically, only
six treatment group members completed multiple (but not all) milestones, and five of these
did not obtain adequate financing.

In Table 4.7 we provide summary information on the proportion of SEED treatment
group members who received a lump-sum payment, as well provide an indication of where
in the process others dropped out. Through March 1991, a total of 450 treatment group
members, or approximately 60 percent, had completed all milestones and received a lump-
sum payment. Approximately $1.9 million have been paid to date in the form of lump-sum
payments, with an average payment of slightly over $4,200. The average lump-sum payment
varied considerably across site and tended to be much higher in the urban areas of King
and Snohomish County and lower in the rural sites.

The proportion of treatment group members who received a lump-sum payment
ranged from a low of 47 percent in Wenatchee to a high of 65 percent in Snohomish County.
The 47 percent rate in Wenatchee corresponds to about 62 percent of those who completed
the training modules, which is much lower than the 71.6 percent overall average among such

participants. The particularly low lump-sum rate in Wenatchee reflects the higher initial
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Table 4.7

" Sumimary of Specific SEED Activities by Site

All.
Treatment Site
Group
Members | - King Snohomish o
N = 755) Vancouver Olympia County County Wenatchee Yakima
. N = 155) (N = 94) N =286) | (N=100) N = 58) N =62)

Percent Did Not Attend Module 1 15.2 14.2 19.1 12.2 16.0 20.7 19.4
Percent Attended Module 1 But Not All _
Modules : 1.4 1.9 32 0.3 0.0 34 1.6
Percent Attended All Modules But Did o
Not Receive Lump-Sum Payment 23.7 27.7 16.0 26.2 19.0 29.3 16.1
Percent Attended All Training Modules v
and Received Lump-Sum Payment 59.7 56.1 61.7 61.2 65.0 46.6 62.9
Average Lump-Sum Payment ($) 4,225 4,141 4,167 4,417 4,327 3,442 4,005
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dropout rate in that site, ;md appears to be partly due to the large“ number of treatment
group members in the site who expected to be called back to their previous employer.39 In
addition, as described in Chapter 5, there were some differences across BDSs in the level of
detail required in the business plan that may have contributed to the observed differences
across sites in the proportion who received a lump-sum payment and the timing of the
payment.

In Table 4.8 we provide information on the length of time after random assignment
it took for individuals to receive their lump-sum payments. As this table indicates, 44
percent of all treatment group members who received their lump-sum payment received it
within 6 weeks of random assignment (or within approximately 4.5 weeks after the business
training modules). Another 17.4 percent took more than 12 Weeks after random assignment
to complete all of the milestones rcquii-ed to rccéive the lump-sum payment. Overall, the
average length of time after random assignment until receipt of the lump-sum payment was
7.8 weeks. Since it took approximately 4 weeks on average frbm‘the effective date of cléim
to random assignment, this indicates that treatment group members who received a lump-
sum payment did so within about 12 weeks after their effective date of claim on average.

There were several noteworthy differences in the time taken to lump-sum payment
across sites. For example, no treatment group members received a lump-sum payment in
Wenatchee within 3 weeks of random assignment, whereas nearly 30 percent of the SEED

participants in Snohomish County received their lump-sum payment during the same

39As indicated in Chapter 3, over 50 percent of the treatment group members in
Wenatchee reported in their SEED applications that they expected to be called back to work
by their previous employer. Additional analysis revealed that individuals in all sites who
indicated they expected to be recalled were much less likely to receive a lump-sum payment
than other claimants, Specifically, only 46 percent of those who expected to be recalled
received a lump-sum payment, as compared to 62.8 percent of other claimants.
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Table 4.8

Time from Random Assigament to Lump-Sum Payment by Site

(Percent)
‘Al Lump-
Sum Site
Recipients . S
N = 450) King Snohomish
Time to Lump-Sum Payment Vancouver Olympis County County Wenatchee Yakima
N =387 N=38) |] N=174) | ® =65 (N =27 (N = 39)
X.3 Weeks 89 4.6 34 75 29.2 0.0 5.1
3.6 Weeks 35.1 31.0 56.9 26.4 323 25.9 61.5
6 - 9 Weeks 216 26.4 24.1 19.5 154 333 18.0
9 - 12 Weeks 17.1 19.5 8.6 4207 123 222 12.8
12 - 15 Weeks 11.8 9.2 6.9 20.7 1.5 11.1 2.6
2> 15 Weeks 5.6 9.2 0.0 52 9.2 7.4 0.0
Average Number of Weeks 78 8.6 6.4 8.7 6.5 8.7 5.7
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period.¥® Moreover, over 60 percent of those who received a lump-sum payment in
Yakima, Snohomish County and Olympia did so in less than 6 wecks after random
assignment. This is in sharp contrast to the other three sites where 26-36 percent of the
lump-sum recipients received their payment after 6 weeks. Overall, these results indicate
that treatment group members who received a lump-sum payinent in Vancouver, King
County or Wenatchee averaged nearly 9 weeks from random assignment, as compared to
roughly 6 weeks in the other three sites. This suggests potential differences across sites in
the types of businesses established, the needs of claimants, or the ways in which BDSs

assessed the achievement of milestones.

Businesses Established

In Table 4.9 we provide information on the businesses established by SEED
participants who received a lump-sum payment. These results indicate that the majority
(53.5 percent) of the businesses established were in the service sector. Other SEED
businesses were spread out over the other sectors with manufacturing (13.1 percent) and
retail trade (12.3 percent) accounting for most of the remaining, followed by construction
(8.0 percent) and wholesale trade (5.8 percent). Although there were some differences across
sites, services were clearly the dominant business type in all sites.

Although the data in Table 4.9 clearly demonstrate that most businesses established
by SEED participants were in the service sector, they do not provide much insight into the
types of businesses established. Table 4.10 provides additional information on the types of

businesses established by project participants. As this table indicates, the largest number of

40The exceptionally high lump-sum payment rate in Snohomish County in the first 3
weeks after random assignment occurred because the BDS initially treated the milestone
review process as pro forma and approved large numbers of claimants for their lump-sum
payment at the end of the fourth training module. Virtually all of these early approvais
occurred during the first two months of the demonstration. This situation was corrected
following a May 1990 meeting with business development specialists to discuss the milestone
review process and other issues. See Chapter 5 for additional information.
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_ Table 4.9 _ ’I
Types of Businesses Established by SEED Participants by Site
(Percent Provided in Parentheses Below Number)
All Lump-
Sum Site
Recipients :
. (N = 449) : King Snohomish
Type of Business- ’ Vancouver Olymipia County County Wenatchee Yakima
(N=286) | (N=358 (N = 175) (N==65) | (N=2D) (N = 138)
Construction 36 7 4 12 8 1 4
(3.0%) (3.1%) 6.9%) 6.9%) (12.3%) 3.7%) 10.5%)
Manufacturing 59 4 8 19 9 4 s
(13.1%) (16.3%) (13.3%) (10.9%) (13.9%) (14.3%) (13.2%)
i Transportation/Utilities 12 3 0 5 2 1 1
2.1%) 3.5%) 0.0%) 2.9%) G.1%) 3.7%) 2.6%)
Wholesale Trade 26 4 4 15 1 1 1
5.3%) @.7%) 6.9%) (8.6%) (1.5%) 3.7%) 2.6%)
Retail Trade 55 10 6 15 8 7 9
a23%) | a16%) (103%) ds% | a23% | as9m 23.7%)
Finance or Real Estate 15 ] 3 7 4 1 0
3.3%) ©.0%) 62%) | . @om 6.2%) 3.7%) ©.0%)
Services 240 46 33 100 33 12 16
(53.5%) (53.5%) (56.9%) 7.1%) (50.8%) 44.4%) @2.1%)
Other 6 2 0 2 0 0 2
13%) @3® | ©om | 1w ©0.0%) 0.0%) (5.3%)
_m




Table 4.10

Detailed Descriptions of Businesses
Established by SEED Participants

Construction (36)

General (18)
Specialties (e.g., painting, plumbing, roofing,) (18)

Manufacturing (59)

Clothing (14)

Publishing (13) '
Value-Added Wood Products (5)
Miscellaneous (27)

I 13 !1 .!i . . :!2:

Travel Agencies (5)
Trucking (3)
Shipping (3)
Recycling (1)

Wholesale Trade (26)
il Tr

Restaurant/Cafe/Catering (11)
Food/Beverage Cart, Stand, or Van (10)
Auto Parts/Accessories (6)

Computer Sales (4)

Mail Order (4)

Miscellaneous (20)

Estate (1

Property Management/Real Estate Brokers (8)
Insurance/Financial Advising (7)

2

Computer Service (32)

Accounting/Bookkeeping (26)

Residential Building Maintenance and Cleaning (18)
Landscaping Services and Lawncare (16)

Auto Repair/Painting (16)

Management Consulting (14)

Graphic Arts/Design (12)

Miscellaneous (106)
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businesses established in the services sector involved computer services (e.g., sof tware
development, desktop publishing, data-entry, word proccssing services) and
accounting/bookkeeping services. There were also a substantial number of ‘businesses
established that provided building maintenance services, landscaping services, and auto
repair and painting services.

Thel businesses established by SEED participants:could potentially differ somewhét :
from the types of businesses that treatment group members initially proposed in theif SEIéD -
application for two reasons. First, some participants may have changed ‘their business idea.’
Second, certain types of businesses may have been more difficult to start, making it moie'
difficult for these individuals to receive their lump-sum’payment.'

For the most part, it appears that the distribution of businesses initially proposed by
treatment group members matches reasonably closely with the businesses started “by those
who received a lump-sum payment. In particular, a comparison of Table 3.5 with Table 4.9
indicates that 53 percent of all business ideas initially proposed by treatment group”
members were in the services sector, as compared to 53.5 percent of those who received a
lump-sum payment. Although there were some differences in the manufacturing and retail
trade sectors, these differences were not large and could be due to minor differences in
coding the brief descriptions of businesses.#! Thus, based on data available to date, it
appears that the businesses established by SEED participants were generally representative
of the businesses initially envisioned by the broader population of all treatment group

members.

41The SIC codes for the businesses that were ultimately established by SEED participants
were assigned by the business development specialists. The SIC codes for the business ideas
listed in the SEED application were assigned by Battelle staff based on the description
contained in the application file in the PTS. Differences in codmg are expected to be minor
at the one-digit level.
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5. ASSESSMENT OF SEED IMPLEMENTATION AND OPERATIONS

Previous chapters have focused on the flow of claimants through the various intake
steps and through receipt of different SEED services, while providing only limited
information on the content of the activities. In this chapter, we switch our focus and
examine the implementation and operation of the different program intake steps and
services. We describe the major demonstration elements, discuss whether they were
implemented as planned, and indicate any differences observed in implementation across
sites. We also describe any operational problems and issues that arose during the course of
the demonstration that should be kept in mind when interpreting estimated program
impacts.

The results described in this chapter are based on multiple data sources. The most
important data source were protocols completed to document various demonstration
monitoring activities. In addition, the chapter draws on information obtained from
discussions with Awareness Day Coordinators and business development specialists, PTS
data, and information from discussions with a few participants and participant training
evaluation forms. Below we describe the general features of the monitoring plan for the
demonstration and the types of data collected. We then present our results based on the

monitoring activities and other data sources.

SEED Demonstration Monitoring
The implementation and process analysis was based in large part on extensive

monitoring. The major objectives of the monitoring effort were to:

] Collect data for the process analysis to enrich our understanding of the
findings;
L 3 Heclp assess whether the demonstration was implemented consistently across

sites as planned;
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] Help identify program strengths and weaknesses; and,

. Prouide manaéem’ent assistance to sites during the operation of ‘the prbgram.-
Monitoring of SEED activities was a collaborative effort by State, Battelle and DOL staff.
A master schedule: of mouitoring viSit’s was prepared jointly by research contractor'and
SEED Unit staff. Site visits were 'coordiuased through the SEED Project Unit to ensure
coverage of as many different activities as possible, across all sites, tiroughout the =~
operational ueriod of the demonstration.

Activities that were monitored included:

° 'Awar‘eness Day meetings;

. : Apulicafion review and data-entry prbcess;

®  Random assignment;

® Business training modules;

. Entreprencur club meetings; and

° Individual counseling sessions, including milestone reviews, End of Waiver

Period Reviews, and Business Status Reviews.
To maximize the amount of uniform inf o_,rmation collected across munitoriug activities and
among monitors, standard protocols were used by _each monitor when _observing
demonstration events, and interviewing staff and SEED participants.42
The monitoring plan resulted m observing a total of 175 demonstration activiﬁes at

the six sites. This included 98 business training modules, 18 Awareness Day meetiugs, 21
Entrcpfeneur Club meetings and 38 sessions between BDSs anu partiuipants. Tixe ssssions

with individual participants included individual cquuseling sessions, End of Waivcr Period
Reviews, meetings to review cdmpletion of mbilestoues, and two-month business status ’

reviews.

“2Examples of the monitoring protocols are contained in M. Wood, "Washington State
Self-Employment and Enterprise Development (SEED) Demonstratxon Monitoring and
Management Assistance Plan,” August 1989.
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Of the total of 175 demonstration activities that were observed, King County -- the
site with the largest sample size -- accounted for the largest number of observations with 26
percent. The next largest number of activities monitored was for Snohomish County with

.19 percent followed by the four sites of 'Vancouver, Olympia, Wenatchee and Yakima,
which accounted for between 12-15 percent each.

In addition to observing specific activities, the monitoring effort also included
interviews with demonstration staff using standard protocols. Site staff were interviewed a
total of 26 times. Each BDS was interviewed at least twice during the demonstration and
Awareness Day Coordinators were interviewed at least once.43

Limited information from SEED participants was also obtained for the process
analysis. SEED participants were interviewed in groups, usually after business training
sessions or Entrepreneur Club meetings. At least three participant group interviews were
conducted at each site as part of the monitoring activities.

Finally, the application review and data-entry process that took place at the SEED
Project Unit of fice in Olympia was observed on three occasions. Information from each of
these sources was used as background to inform our review of SEED implementation and

operations.

Demoustration Intake

Inviting Targeted Claimants

The automated processes used to itivite targeted new claimants to Awareness Day
meetings worked extremely well during the démonstfation. As described below, the only

element of this process that required changes during the demonstration was the sub-

431n four of the six sites the coordinators were interviewed more than once.
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sampling rate that was applied to the eligible target population to regulate the flow of
claimants at the beginning of the intake pipeline.#4

The original sub-sampling rates set for the demonstration were based on take-up rate
estimates developed from the pilot study, in combination with expected claimant flow in
each site. The sub-sampling rates also took into account the business development specialist

resources that were available in each site and the goal of having similar training class sizes

across sites. These factors resulted in the following initial sub-sampling rates by site: . -

® Vancouver 100 percent
L Olympia 100 percent
o King County 60 percent
e Snohomish County 80 percent
L Wenatchee 100 percent
° Yakima 80 percent

In three sites -- Vancouver, Wenatchee and Yakima -- the ihitial sub-sampling rates
remained unchanged throughout the dcnionstration. In the other sites, however, some
changes were required to deal with a combination of increased claims loads, higher :than
expected take-up rates, and demonstration space constraints. In Olymbia, the rate was
reduced from 100 percent to 80 perceﬁt within the first month of the demonstration and
was kept at 80 percent throughout. In the other two sites, the rate changedbtwice: in King
County to 50 percent in early April 1990 and then to 40 percent in the middle of May 1990;
in Snohomish County the rate was changed to 60 percent in the middle of A:pril 199‘(5 and
then to 40 percent in the middle of May. The sub-sanipling rates remained at 40 percent in

these two sites for the rest of the demonstration.

4411 addition, in Yakima and Wenatchee early in the demonstration it was determined
that non-English speaking Hispanic claimants were not able to read the invitation letter. To
ensure that such individuals would be potentially eligible for the demonstration, the
invitation letter was revised in March 1990 to include an explanation in Spanish advising
interested claimants to bring a translator to the meetings if needed.
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Awareness Day Meetings

Awareness Day meetings were the first demonstration activity. The goal of the
meeting was to provide all claimants with information about the program, in a manner that
would allow them to make an informed choice about whether to apply to SEED. Moreover,
because both treatment and control group members attended these meetings, it was
important to avoid providing any information about business services that could constitute
"treatment" and potentially contaminate claimants who later were assigned to the control
group.

To meet these goals, the format and content of the material presented at Awareness
Day was designed to control the type of information given to claimants. This was.
accomplished through the use of video tapes that ensured that everyone who attended a
meeting in any site would hear the same infofmation, preéent'ed in the same way. The

meeting agenda consisted of:

® Taking attendance;

5 Welcoming claimants and explaining the purpose of the meeting;

° Showing the two videos;

) Explaining the application process;

] Providing claimants with the SEED Project’s toll-free telephone number; and
® Answering any questions.

Awaréness Day Coordinators reported that the meetings took about 45 minutes on
average to conduct. The length varied depending on the number of people attending and
the amount of time spent at the end of the session answering questions. At the 18
Awareness Day meetings observed during the monitoring process, the length ranged from a
low of 30 minutes to a high of one hour and 16 minutes. The length of the meetings tended

to be somewhat shorter (30-35 minutes) in Vancouver, where the coordinator preferred not
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to answer questions and potentially give incorrect responses, but instead referred claimants
with questions to the SEED toll-free number.

Although the monitoring réports- for observations of Awareness Day meetings: -
strongly confirm that the Awareness Day component of the demonstration was implemented
as planned and served to inform targetedvclaiman'ts in a consistent manner about the.SEED

| Demonstfation -- while not pro_viding any business services information -- the Awareness
- Day Coordinators encountered a few operational problems as described below.4® These

problems include:

L Discomfort in not being able to respond to many claimant questions;
®  Excessive time involved in taking attendance;

] Over-crowded meeting rooms in several sitg’s; and

L Rescheduling claiinants for Awareness Day.

Although each of these problems was to some extent due to the experimental nature of the
program, and, as such, would not arise in an ongoing program, below we briefly discuss the
different problems.

The kinds of questions asked by cllaimants at Awareness Day meetings gcnera:lly fell
into two categories: (1) questions about how. demonstratibn participation would affect Ul
eligibility; and (2) questions about the business services to be of fered by the demonstration.
Coordinators who did not feel confident about how to. respond to claimants’ questions were

more likely to answer few or no questions and to exhibit less enthusiasm for the program.

Coordinators who were more confident: would answer claimants’ questions, but avoided
giving information about business services by restating what was presented in the

videotaped material.

45In addition to these issues, all Awareness Day Coordinators agreed that the late Friday
afternoon time slot (3:00 p.m.) for the meeting was not good for JSC staff, claimants or
commuter traffic and that futt_lre programs should consider an alternative schedule.
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No matter which style was employed, all coordinators made good use of the toll-free
number, emphasizing that SEED Unit staff would be able to answer all questions.
Generally, claimants were not allowed to pick up the application packet until after the
question and answer period. However, the King Cqunty Awareness Day Coordinator
allowed claimants without questions to pick up the SEED application package and leave
prior to the question and answer period. There is no evidence indicating that this
pfocedural difference affected program application or drop-out rates.

A second issue concerned the processes used to take attendance. For most of the
demonstration intake period, attendancc sheets were prepared once a week as part of the
process of generating invitation letters for targeted new claimants. Since Awareness Day
meetings were held bi-weekly, this meant that each site was sent two lists of claimants for a
particular Awareness Day meeting. To record attendance, claimants were asked to find
their name on one of the lists and sign next to it. Because of the large number of claimants
invited to attend the Awareness Day sessions and the way the names were ordered on the
lists (by first four digits of SSN), taking attendance consumed nearly as much time as the
meeting itself and distracted claimants from the main purpose of the meeting. Because
these lists were difficult to use, the attendance-taking procedure was modified in August
1990 to use a blank form with spaces to record name§ and social security numbers.

Third, early in the demonstration, a few sites experienced over-crowding at
Awareness Day meetings due to the large number of claimants who were responding to the
invitation. As described above, the sub-sampling rates were changed in three sites to deal
with this problem. Although this eliminated the over-crowding in two of the sites, the
meetings in King County continued to be crowded throughout the demonstration.

The final operational issue that arosc.in regard to the Awareness Day meetings
concerned rescheduling claimants who could not attend the meeting to which they were

invited. To meet the early intervention objective of the demonstration, invitation to

134




Awareness Day was designéd to be a "one-time only" offer. It was thought that this would
also serve as a self-screening mechanism and a test of the seriousness Qf a claimant’s interest
in self-employment. However, during the operational phase, many claimants of fered
compelling reasons for why they could not attend the scheduled meeting and SEED Project
Unit staff allowed some of these claimants to be rescheduled for the} next meeting. In total,
143 claimants -- 0.3 percent of all invited -- were rescheduled duringthe course of the
demonstration.*® Examples of reasons that were accepted include late mail delivery (i.e.,

on the day of meeting or later), jury duty, illness, injury, death in the family, traffic

problems, and getting married.

Application Review, Data Entry and Ran Assignmen

The next steps in the intake process concerned the review, data-entry and screening -
of SEED applications, and the random assignment process. These steps continued the
philosophy of using self-screening to identify fhe population mos‘t interested in self-
employment. Below we provide some information on the experiences in operating ;hesc
steps during the SEED Demonstration.

Application Review and Screening. The application-review process established for
the pilot study and followed during the demonstration worked extremely well and served to
yield a group of targeted claimants interested in self-employment. Moreover, the schedule
established for this process helped to meet the carl& intervention goal of the demonstration.

Claimants interested in applying .to SEED were required to fill out and return an
application within seven days of the date they attended Awareness Day. These applications

were mailed to the SEED Project Unit where a review of the applications was completed.

460f the 143 claimants who were re-scheduled for Awareness Day, 66 percent attended
the subsequent meeting. This indicates that people who called to ask to attend another
Awareness Day meeting were highly motivated to attend the meeting. Of those who
attended the meeting, 69 submitted SEED applications, 33 were randomly assigned to the
treatment group, and 22 received a lump-sum payment.
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The applications were date-stamped upon receipt and checked to ensure that each was
signcdl by the ciaimant. A few applications that arrived late were accepted by the SEED
Unit if they could ascertain that the application had been mailed no later than the Friday
following Awareness Day. This occasionally occurred in the Vancouver site, where mail
posted on Friday in Vancouver was sent to Portland for processing and not canceled until
Saturday.

The applications were also reviewed to ensure that the claimant’s business idea was
legal and not prohibited by SEED project rules. If the business idea was missing or unclear
and SEED Unit staff were not able to reach the claimant, the application was considered to
be "not substantively complete” and the claimant was not eligible for random assignment.

In the design phase, there was much discussion about whether active screening (e.g.,
feasibility of business idea, lack_ of assets) should be used to exclude applicants from the
demonstration. During the pilot study, all applications were carefully scrutinized to
identify approximately how many were potentially "questionable” and might be considered
candidates for exclusion if active screening were implemented. However, the self-screening
process tested in the pilot study generated high-quality applications and it was decided not
to incorporate any active screening during full implementation of the demonstration.?’

Experiences during the demonstration continued to be very consistent with the pilot
study on this issue, and indicate that it is not necessary to have active front-end screening
for a self-employment program targeted on experienced workers. Moreover, the recruitment

and intake process combined clearly appears to have worked to meet the early intervention

“"Moreover, information obtained from a small sample of individuals who attended
Awareness Day but did not submit applications indicated that the reasons they did not
apply were often related to issues raised in the Awareness Day videos and in the SEED
application. Thus, it appears that claimants were making an informed decision on whether
to apply based on available information and that the steps included in the SEED design
served a useful self-screening role.
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objective of the SEED Démonstration and provide a group of claimants committed to self-
employment.

Data Entry. Data rom thc SEED application provide extremely valuable
information for program operations and for evaluation purposes. Not only did the
appl»ications identify claimants who wanted to be eligible f or random assignment; and -
provide information necessary to judge whether the proposed business idea was eligible
under SEED fules, it also provided extremely valuable baseline data on the qharacteriStics
of treatment group members and controls that are not available in the Ul system. Moreover,
these data have the potential of being of higher quality than data obtained from follow-up
interviews, both because there are noy response rate problems and the answers are obtained
at a time when there is likely to be much less recall error.

To make maximum use of the information, all applications received were entered
into the PTS each week prior to running the-‘random assignment program. Based on our
review of the application data, it appears that the data-entry process successfully supported
SEED program operatxons | |

Random Assignment. The next stcp in the SEED intake process was the random
assignment of targeted new claimants »who had a valid Ul claim-and who submitted
applications with appropriate business ideas. Random assignment was conducted by the
PTS every Thursday, using an automated routine. Although the automated process
established fully met the evaluation goals of assigning eligible applicants into two
comparable groups, the process required manual assistance from SEED staff to ensure it was
successful from an operational standpoint. Much of this assistance was needed to deal with
the unique nature of ccrtaiﬁ claims that could not have been anticipated in advance.
Although these special circumstances rcquiged considerable SEED Unit staff effort to
ensure that all apphcants were treated appropnatcly, this would not be a problem for an

ongomg program as random assignment would not be involved.
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Business Training Modules

The business training modules were designed to expose participants to the most
important components of starting and operating a business and to provide the framework
needed to plan their businesses. The design of the business training modules called for 20
hours of classroom time to be spent on four topics: f césibility, marketing, financial and
accounting, and management and organization. The training schedu’le was designed so that
the first module would begin on Thursday and sessions for the other modules would
continue on Friday and the following Monday and Tuesday.

Through a highly-structured curricplhm, video tape segments, slides, workbooks and
handouts, the business development specialists exposed participants in all sites to the same
core material. In addition, the specialists were free to add material they found relevant for
their clients; to use as examples real situations from their own personal experiences; to
provide information about the business resources available in their individual communities;
and to structure the sessions around the particular needs and personalities of the
participants.

_The basic structure of the modules was as follows:

° Take attendance;
] Review material from previous module, questions about homework;
] Present subject matter through the use of lecture, video, slides and handouts,

discussion and demonstration; and,

L] Answer questions, and assign/review homework.

Despite the highly-structured design of the training curriculum, we observed some
variation in the nature of the prcsehtation among buws‘iness development specialists, due to
differences in personalities, expertise, interest and styles of instruction. For example, some
of the business development specialists were most comfortable using a lecture style, while
others tended more toward a discussion style format or a mix of the two styles. Although

the material presented was the same for participants in a class where the instructor used a
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lecture style as that where the instructor used a discussion style, the experience of the class
may have'béen different, mostly due to the fact that the discussion style elicits more
participation from the members of the class. In addition, the number of participants and
the personality of the group affected the style of the sessions.

A noteworthy difference in the training modules across sites was variation in class
size. Below we list the average class size, the range of class sizes by site and the number of

training sessions held in each site during the demonstration.

Site - ‘ Average Class Size- | Range in Class Size | Number of Sessions
Vancouver o T o 1-8 1 . 2
Olympia _ 4.6 1. 2-17 16
King County 72 4-12 32
Snohomish County 56 2.1 16
Wenatchee 3.0 1-5 ' 15
Yakima 3.1 ‘ 1-6 16

The smallest sites of ten experienced classes of one or two participants. In Wenatchee there
‘were six training sessions .with cohorts of one or two people while in Yakima this occurred.
seven times. Occasionally, for these very:small cohorts; two modules were combincdﬁ into
one training day so that business training took two days instead of the normal four. This
was done twice in Wenatchee and in Yakima. Very small training cohorts presented a-
problem for the business specialists because the framéwork and pace of the curriculum was
desfgned for class sizes of around 5 to 10 people. Business development spec-ialistﬁfelt an
optimal class size would be between 6.and 7 participants; allowing for individual attention
while still providing for an exchange of e:gperiences and discussion.

Office space and facilities also caused problems for several sites during the

demonstration. The Yakima site was disrupted by construction at their facilities during the
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course of the demonstration. Also, early in the demonstration the training area for the
Snohomish site was too small and not conducive for training. After negotiations with the
building’s other tenants, a more appropriate space to conduct training was secured for the
rémainder of the demonstration,

Below we briefly discuss the content and implementation of each of the four

training modules.

Module 1: Feasibility

The feasibility module was designed to be an introduction to the demonstration, an
opportunity to read and sign the participation agreement and work search waiver, an
explanation of the milestone requirements and a discussion of the importance of planning.
In addition, the module provided participants with an opportunity to evaluate the
feasibility of their business idea and to focus on the important factors to consider in
developing a successful business venture,

Along with the letter informing claimants they had been selected to participate in
the SEED Demonstration, they received "A First Analysis of A Business Venture” that they
were asked to complete and bring to the first day of training.*® This is a very detailed
instrument that participants could use to begin to analyze thcif business idea. Business
development specialists felt that the instrument was difficult for sorﬁe claimants to
complete and not always well-suited for analysis of the types of businesses claimants
intended to start. They reported that some participants were overly discouraged by the
complexity of the form and were sometimes discouraged when they reported to training.
They also felt that the document likely served as an additional screening device and

deterred some treatment group members from attending the first training module.

48'A First Analysis of A Business Venture" is a business analysis form produced by the
Small Business Development Center, Washington State University.
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Nevertheless, the BDSs generally agreed that the intent of the "First Analysis" was
appropriate to the program.

Another issue that arosé during the first module was precipitated by the large
number of questions that the BDSs received about Ul eligibility issues and how the.
continued claims form was to be completed. The BDSs were quite uncomfortable in not
being able to respond to numerous Ul-related questions, which was particularly awkward at
a time when participation agreements were to be signed. Although lists of answers to
frequently asked questions were provided to each BDS (along with a mockup of a continued
claim form to show treatment group members how to report that they are in SEE»D),» BDSs |
reported they were never comfortable answering such questions throughout the
demonstration. In an ongoing program, it may be desirable to have a knowledgeable local

Job Service Center staff member attend the { irst module to handle Ul eligibility questions.

Module 2: Marketing

-

The second module was designed toA provide participants with an overview of
marketing techniques, market research; p’fic-ing and sales projections. The importance of
having a well-defined product or service, identif ying the market for the business and
planning a marketing strategy were all emphasized. In addition, pricing strategy and how
to arrive at sales projections were discussed. |

This module was implemented as planned, although some of the businesé specialists
felt that the content needed modification or cXpansion. BDSs found that as SEED
participantéa progressed further in the process of planning and opening their businesses that
marketing was an area of great difficulty. In particular, the lack 6'5 useful market research
impeded writing their business plans and c!osing sales vs;as a problem for people once they

had begun their businesses. In the Olympia site, a portion of the marketing module was

141




covered on the first day of training to give participants an opportunity to use the local

library and other resources to begin some of their market research.

Module 3: Financial and Accountin

The third module introduced participants to the financial forms used in business
such as the sales forecast, projected income statement, projected cash flow statement,
balance sheet and break-even analysis. The content of this module was the most complex of
the four sessions. As described below, participants indicated that this module was the one
they felt "needed more time" to cover the material. To deal with this issue, in King County
the BDSs did, for a short time, re-order the marketing and finance modules, choosing to
present the finance module on Friday and allow participants time over the weekend to work
on this module. However, to ensure consistency across sites, they went back to the original

module order.

Module 4: Management and Organization

The final module discussed forms of business structure, management and personnel
issues, as well as business licensing. The milestone requirements were also reviewed and
participants were remindcd of the availability of business counseling. Some of the
specialists considered the curriculum for this module to be too thin while others thought
some of the material confused participants because it addressed the many different types of
business organizations, when the large majority of participants were starting businesses as

sole proprietors.4?

49Nearly 90 percent of all businesses established by SEED participants were as sole
proprietors.
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Summary and Participant Evaluation

In general, observations from the monitoring visits confirmed BDS reports that they
stayed with the agenda of the training modules and presented the materials as planned.
Throughout the course of the demonstration ‘the business training modules were generally
conducted in a similar manner in all of the sites and implemented as designed. However,
BDSs would have preferred more flexibility. 7 v —

At the end of the fourth training module, participants were asked to complete a
brief evaluation form concerning the training received. BAC and SEED Unit staff

~developed the evaluation form. The form contained seven items related to issues such as the
usefulness of the training mate{ials, time spent on each subject, the quality of the
presentation, and whether the trainer was knowledgeable about the subject mattef.
Claimants were asked to rate the items on afiv_e-point scale, with 5 representing the highest
possible score. Space was also provided for participants to offer additional comments.

Of the 630 treatment group members who completed the set of four training
modules, 578 evaluation forms (91.7 percent) were returned. In general, SEED participants
rated the BDSs and the training received very highly. In particular, 85.8 percent of all
participants gave their BDS the highest possible rating of 5 in terms of knowledge of
subject matter, and only 1.7 percent rated the BDS a 3 or lower. In addition, about two-
thirds (65.7 pércent) of the participants rated the training received a 5 in terms of helping
to understand the process necessary to star; a business and another 29.6 per-cent ra_ted.t.hg
training a 4 on this dimension.

Results from the evaluation form also indicate some concern that the financial and -
marketing modules may have been too short. For example, only 33.7 percent of the SEED
participants rated the adequacy of the time for the fihan_cial module 2 5 and 34.6 percent
rated it a 3 or less. In addition, only 38.9 percent rated the adequacy of the.time for the -

marketing module a 5 and 26.5 percent rated it a 3 or less. This is consistent with what we
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learned from business development specialists who felt that these two subject areas gave
participants the greatest difficulty. Moreover, the remarks most of'ten listed in the
comments section of the evaluation form were either, "need more time overall” or "need

more time" for these modules in particular.

ounselin rvi Business Plans and Milestone Review
" Counseling Services

As described in Chapter 4, most of the business counseling that took place during the
demonstration was related to co_mplction of the business plan. For the most part, the design
of the demonstration left the responsibility for seeking counseling to the participants.
Although business development specialists were given the goal to attempt to reach
participants who had not contacted them within three weeks of the completion of business
training, it was up to the participants to take initiative and ask for assistance as they |
needed it.

In observing the business training modules, we noted that all of the business
development specialists made participants aware of the availability of counseling and
clearly emphasized their willingness to provide assistance to anyone in need of help. Yet,
during the course of the demonstration, business specialists reported that participants often
did not seek counseling. As indicated in Chapter 4, a signif’icant. number of participants’
completed training and then ceased contact with their business development specialist until
they were ready for milestone reviews. During interviews with SEED participants
conducted as part of the monitoring of the program, we asked participants why they
thought people did not seek out counselir_lg. Generally, when speculating about others,
participants said they thought people mostly wanted to "do this on their own." In regard to

their personal use of counseling, participants felt they used it as much as they needed it.
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Th'ef,i'demOn"strétion' procednres":ealled for: the'b"us-i’nessdeveldpq}ent; speciaiists to’
refe; b.érticipahts to othet business dev‘elopment res{qﬁ;ces‘in the comrhunity as needed. -As
described in Ch-apte:'4, thére was very little evidence that thié_ occurred in the
demonstration. When asked, _BDSs reported that they informed paft_icipants of the
availability of other business counseling providers during the traihing modules; thos‘e who
needed specific types of services we’r'e[pro"vided a_dd_'iti-onél ref errals. For the most part, the
BDSs felt that their clients did not need referrals. It is ‘possible: that the data under;tates
referrals sin);e the ‘genéral information provided by-the BDSS"abOtlt: other resources ‘may» :
have b‘een‘en';ou'gh for some claimants to seck out ’othet age'hcies for assistance. Information

from the follow-up interviews may be useful in understanding this issue.

Business Plghg and Milestone Reviews:: -

- Lack of adequete financing-and poor inana‘geme‘nt are two ,Qf the main reasons why:
some new businesses fail. For this rea‘sen, the SEED design required pertieipant‘s to
complete a bueiness planas. one of the qualif icati‘on's:f or the luhxp4sumf payment. The -
business tr"ainihg modules were designed to previd,c Pa'_rti'cipvatits:withfan intrb‘duéti-on to the
basic tools they needed ..to- successfully complete a. business plan and;couﬁselihg'Services
were available to all who needed help with their ﬁlans. , | | |

"The determination as to whether a plan adequately addressed the needs of an-
mdxvndual’s business 1dea was left to the Judgment of the business devclopmcnt specxahsts :
The demonstratxon de31gn did not requ:re thc BDSs to Judge thc plan m terms of whether
the business would be successful, only to assess whethcr the plan adequately addrcsscd the
issues that would be lmportant to the mdnvndual’s busmess Even so, dxscussxons Wwith the
BDSs revealed that the approvalprocess waezmherently‘qunte lsubjcctlv\?e.v As described
bclew, the criteria used to judge plans varied across BDSs, 'a'nd also depended en. the type of

business.
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Except for participants who soughtoﬁtside financing, none of the specialists
required plans as detailed as those required by financial instifutions. Some specialists
required that all financial forms be includcd, while others asked only for cash-flow
projections, or projections along with a prof it and loss statement. Some specialists required
a type-written plan, others accepted handwritten plans, and a’business development
specialist in one site (Snohomish) accepted completed pages of the workbook as the plan.

Review procedures varied by BDS. Most BDSs gave their clients the option of
presenting parts of the plan for approval or submitting the entire plan. Most required that
participants- leave the plan with them to allow time for review. The result of the review
might be approvai of the plan, or a requirement of additional work or modification of the
plan.

All business development specialists reported that the quality of the plans varied
widely. Most felt that the financial section of the plan caused pedple the niost difficulty,
and that the market research section of the plan was ’of ten the weakest part of their clients’
plans.

An issue that arose early in the demonstration that affected BDSs approach to
reviewing business plans and the achievement of other milestones concerned the view that
the lump-sum payment was essentially an "entitlement”. Some indicated that they assumed
that if the participants completed the other milestones, the plans should also be approved so
the participant could get a lump-sum payment. The demonstration design did not specify .
detailed business plan review guidelincs,vnor did it call for screening the business idea for
viability.y Lacking specific standards, some BDSs were confused about the level of detail to
expect from the participants.

In May 1990, the BDSs met with the SEED Project Unit staff, the BAC staff and the
research contractor for a one-day meeting to clarify the process and ensure that the plans be

carefully reviewed before approving the lump-sum payment. During the meeting it was
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emphasized that SEED -- unlike UI -- was not an entitlement program and that there were }
specific milestones that had to be met to ensure the proper use of public funds. After that
meeting, there was greater emphasis across sitee in the business plan review process. In
addition, most sites began keeping copies of the completed plans, and -- with the permission |
ot‘ participants «- shared plans they felt were particularly good with new cohor_ts of

participants to better illustrate what was expected of them.y

Entrepreneur Club ti

The Entrepreneur Club meetlngs were designed to be held monthly at all sites
throughout the course of the demonstratnon The purpose of these meetings was to allow
SEED participants an opportunity to meet thh their peers to discuss their self-employment
efforts and experiences. The meetings were also meant to serve as an opportunity to
provide participants with information that was not coyered in the training modules.

The time of day the meetings were held varied among sites, with some choosing
daytime hours while others held evening sessions. Each site made arrangements for guest
speakers such as attorneys, accountants, bankers, business advisors and representatives f rom
government taxing agencies. In addition, some sites showed video tapes on business topieS
and some partxcxpants brought thelr products to the meeting to show their peers.

In general the Entrepreneur Club meetmgs were 1mplemented as planned although
the frequency ‘wnth which they were held was less of ten than designed in some sites. Only
King County held a meeting every month of the demonstration. The smaller sites did not
hav.e enough participants who had completed business training to justify holding meetings
early in the demonstration. |

As discussed in Chapter 4, only about one-thnrd of the treatment group members .
attended an Entrepreneur Club meetnng. The number of Entrepreneur Club meetmgs held (

and the average number of attendees by site is listed on the following page.
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Site Number of Meetings Average Number of Attendees
Vancouver 11* ‘ 6.9
Olympia 9 9.5
King County 12 17.8
Snohomish County 8 10.0
Wenatchee 8 44
Yakima - ___E - 1.9

* Count excludes meetings held during pilot study.

Business Status Reviews

The business status reviews were designed to provide information for the evaluation
by collecting daté aboﬁt the Status of SEED businesses two months after the participants
received the lump-sum payment. The review was also designed to serve as an opportunity to
provide additional business counseling and support to pérticipants who needed help. To
maximize the opportunity for providing additional assistance, the reviews were to be
conducted at the place of business, if possible. However, business development specialists
were not required to go into a participant’s home if the business was home-based.

Relatively few of the business status reviews were conducted at the place of
business. This was in part because of the considerable number of home-based businesses.
Most reviews were either done at the business assistanice centers or by telephone, except for
a few difficult-to-reach participants, for whom the process was handled via mail.
Specifically, only 18.9 percent of all business status reviews were conducted by the BDS at
the place of business, and the remainder were generally done at the BDSs’ office where the
training modules were held. However, this varied considerably across site, from a low of 5.6
percent in King County and 9.3 percent in Snohomish County to a high of 44-48 percent in

Wenatchee and Vancouver. Consistent with this pattern, Vancouver BDSs used the
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opportunit§ of the in-person two-month review to provide counseling to 49 participants
(about 76 pcrcehf), which far surﬁassed the fate for any other site.

Our discussions with the BDSs. identified three concerns with the business status
reviews as implemented during the demonstrati‘oﬁ. First, there Was uniform agreement that
twp months was too early in the process for a review, and that perhaps 4-6 months would be
better. Second, BDSs felt that multiple f ollow-up visits -- perhaps after every two month‘s -
would be preferred, pfovidcd suf f‘icicnt resources were available. Finally, it was génerally
agreed that the reviews would be poientially more useful -- both to the parficipant and to.

the evaluation -- if conducted in pérson at the place of business.
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6. PRELIMINARY SHORT-TERM OUTCOMES

The previous chapters have described in detail the design, implementation and
operational experiences of the SEED Demonstration. In this chapter, we turn our attention
from process issues to documenting short-term outcomes. In particular, the results presented
ih this chapter concern two different types of short-term outcomes: (1) experiences with the
UI system, including UI benefits received, and the propensity to return to UI after drawing
‘a lump-sum payment; and (2) early experiences in starting operating a business.

Although the results for these short-térm outcomes are quite interesting, it is
important to recognize that they are based on preliminary and incomplete data, as we do not
have data for the entire benefit year for most claimants. Moreover, we do not have any
data on the business startup experiences for the control group. As such, one should be
careful not to interpret the short-term outcomes described below as estimates of the impacts

of SEED.

UI Outcome Measures

The demonstration design called for treatment group members to receive regular Ul
weekly benefit payments while they were working toward starting their business, and then
to réceive a lump-sum payment equal to their remaining Ul entitlement at the time all
milestones were met. Because the lump-sum payment waé paid for out of special
demonstration funds, it was expected that the treatment group would receive less regular Ul
benefits than the control group, but more in total after includingvthc lump-sum payment. In

Table 6.1, we provide evidence on this issue based on UI payments data through March

199150

S0By March 1991, the entire benefit year was completed for claimants who enrolled at
the beginning of the demonstration, and about 30 weeks worth of UI claims data were
available for those who enrolled at the end of the intake period.
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, . Table 6.1
, Mean Ul Benefits and Lump-Sum Payments by Treatment-Control Group and Site
! : (Dollars)

l Site
‘ All
Claimants King Snohomish
: Vancouver Olympia County County Wenatchee Yakima
Control Group .
UT Benefits ($) - 3,723 3,796 3,852 3,968 3,726 2,12 3,110
Treatment Group
UI Benefits () 2,300 2,238 2,240 2,664 -~ 1,982 2,064 1,595
i UI + Lump-Sum Payment (5)* 4,823 4,652 4,811 5,367 4,795 - 3,667 4,115

*Note that the average amount of total payments — Ul + lump-sum payments — received by the treatment group includes the average lump-sum payment
over all treatment group members, even those who did not receive a lump-sum payment.
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The results in Table 6.1 indicate that through this period the control group on
average received $3,723 of UI benefits. At an average WBA of $198, this amounts to about
18.8 weeks of Ul benefits, The amount of Ul benefi<ts received was bethen approximately
$3,700-$3,900 for four of the six sites, but considerably lowér in Wenatchee ($2,772) and
Yakima ($3,110). The lower-amounts drawn in these two rural sites in part reflect the lower
UI entitlements of claimants in these sites described in Table 3.6.

| As expected, the UI benefits received by treatment group members was considerably
less. In particular, the average'UI benefits received was $2,300, and ranged from a low of
$1,595 in Yakima to a high of $2,664 in King County.’! The low values of UI benefits
received by treatment group members in Yakima‘a'nd“ Snohomish County in part reflect the
short time taken for treatment group members in these sites to get their lump-sum payments
as described in Table 4.8, as well as the low average entitlements for claimants in Yakima.

In the last row of Table 6.1, we present information on the payments received by
treatment group members, taking into account both Ul benefits and lump-sum payments. As
this table indicates, total payments to the treatment group averaged $4,823, or $1,100 greater
than the average Ul benefits received by the control group. The increased benefits received
by the treatment group over the control group geneirally ranged between about $850-$1,050,
except in King County, which averaged nearly $1,400.

The other short-term Ul outcome measure of interest concerns the extent to which
claimants in the treatment group who received a lump-sum payment re-opened their claim
and received additional UI benefit payments. As described in Chapter 2, the lump-sum
component of the demonstration was designed to simulate a cash-out of UT benefits.

However, it was not legal to deny claimants their UI entitlement for demonstration

511¢ is important to note that these Ul benefits for the treatment group include all
benefits received during the benefit year through March 1991, whether they occurred
before or after the lump-sum payment. In subsequent reports we will separate the benefits
received into pre- post-lump-sum measures using data from the Ul history files.
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purposes. ‘Although we vdidnot expéct many treatment group mcmber_s to return to UI after
receiving theif lump-sum paymcht dug to their demonstrated commitment to self-
employment, it is impoftarit for the evaluation to determine the: extent to which this
occurred. | |

Information obtained f rbni’SEEDAUnitvstaf f indicaté that of the 450 claimants in the
treatment group who received a luh;b-sum"paymenf, 26 (5.8 pefcent) subsequently re-opened
their UT claim within the same behéf it yefai.'.52 The re-opening rate varied from a low of
2.6 percent in Yakima to a higvh'of 80 percent in Vancouver. To the extent that thehigher
rate in Vancouver in bart ref lects’the:gre’a'te; proportion of claimants in that site who have
completed their benef it'year', this may prqviqc a better estimate of the re-opening rate to be

expected for the entire benefit year.

Short-Term Business Qutcome

The second set of short-fériﬁ outcomes vconc'cx"n the status of businesses established by
SEED particfpants. Two data sources were availéble to shed light on this issue. First, the
business developmént sbccvia‘li’sts COniaéfca A;al‘l _individuaE who received a lump-sum
payment approximatély'two months f ol‘ldv‘ving‘ the payment to conduct a business status
review and to provide counseling if necessaf§. 'Second, SEED project s'taf f vre'vi:éwedi_ I
employer-reported Ul wage rAec(v)rds» to‘ determine whether any SEED businessés had hired

employees. - Below we briefly discuss these results.

?These data were derived by SEED Unit staff through a manual search of the records
of lump-sum recipients whose net balance available differed from the amount of lump-sum
payment. Because the benefit year was not yet complete for most treatment group members,
this represents a lowér-bound estnmatc of the proportnon who re- opened their Ul claim after
receiving a lump-sum payment.
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Of the 450 treatment group members who received é lump-sum payment, the BDSs
were able to contact 390 (86.6 percent) for the business status review.’® Of the 60 SEED
participants who were not contacted for the businessk status fevicw, 16 (26.7 percent) had a
disconnected telephone and the remainder did not respond to messages left by the BDS,
presumably because they were busy with business activities. Of all businesses contacted for
the two-month status review, 335 had begun operations and, of those, 13 businesses had
already closed. Another 12 businesses of those contacted closed their doors without having
actually begun operations. In Table 6.2, we present selected information obtained from the
two-month business status review for the 335 businesses that had begun operations.

As indicated in Table 6.2, two-thirds of the businesses contacted had receivcd_}ncome
from the business. Slightly less than one-half (46.7 percent) of the businesses reported they
were operatiné above the break-even level after two months. Nearly three-fourths (73.1
percent) of the individuals indicated they were working full-time in their business and the
large majority (88.9 percent) reported they were using their business plan. The business
development specialists indicated that slightly over one-half (52.3 percent) of the businesses
were in need of further counseling or assistance at the two-month period.

Although it is hazardous to draw strong conclusions from these data, there appear to
be differences in short-term business outcomes across sites. In particular, the businesses
established in Snohomish County and Yakima appear to be off to a somewhat better start
than the businesses in other sites. For example, both Snohomish County and Yakima exceed
the average rates of having received business income by about 10-12 percentage points and
exceed the average rate of operating above the break-even level by about 13-18 percentage
points. In addition, the Yakima BDSs indicate that a relatively small proportion (31.2

percent) of the businesses in the site are in need of further assistance.

53The proportion of lump-sum recipients that were contacted for the two-month business
status review varied from approximately 64-66 percent in Snohomish County and Olympia
to over 90 percent in Wenatchee, Yakima and King County.
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Table 6.2

Business Status After Two Months by Site
(Among Those Who Started Operations)

All Who
Started Site
Operatio) .
N= 3;5)‘ King Snohomish’
Business Status " Vancouver’ Olympia County County Wenatchee Yakima
- (N = 64) N=34) | N=137) | (N=42) N=2) | N=32)
Percent Received Income from Business 67.6 74.2 64.7 64.2 76.2 46.2 78.1
Percent Operating Above Break-even
Level 46.7 49.2 41.2 38.0 64.3 500 -. 59.4
Percent Working Full-Time at Business 73.1 68.2 79.4 70.1 73.8 88.5 75.0
Percent Using Business Plan 88.9 87.3 88.2 86.1 90.5 96.2 96.9
Percent Need Further Assistance - 523 26.2 273 70.1 59.2 65.4 31 2
—
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In contrast, there is some indication that King County businesses may be in a
relatively weaker initial position. One indicator is that only 38 percent of the SEED
pafticipants reported that they were above the break-even level after two months.
Furthermore, the King County BDSs indicated that 70 percent of the businesses w.ere in
need of further assistance. To the extent that these results reflect actual differences in
business needs, and not merely differences in the perceptions of the BDSs themselves, these
results suggest potential differences across sites in program outcomes that will be important
to examine in the impact analysis, particularly given the conccntrétion of treat‘ment group
members in King County.

The other information on the early business startup experiences of SEED
participants was obtained by the SEED project unit fro.m matched Ul employer-reported
wage records. In particular, they were able to identify 24 (5.3 percent) businesses
established by SEED participants that have hired other employees. Based on earnings
records through the fourth quarter of 1990, it appears that 15 full-time employees have
worked for these businesses and another 83 individuals have worked part-time. In total,
slightly over $300,000 has been paid in wages to those employees since the SEED businesses
began operations. In subsequent analysis the state UI wage records will play an important
role in determining the economic development and other outcomes of the demonstration.

Taken together, our analysis of these short-term UI and business outcomes suggest
potential differences in outcomes between treatment and control group members and
potential differences in outcomes across sites. These issues will be addressed in the
comprehensive impact analyses to be conducted during 1992-1993 when more complete

data -- including follow-up survey data for treatment and control groups -- are available.
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7. SUMMARY AND LESSONS LEARNED

In this reuort we have described the design, implementation and operations of the
Self-Employment and Enterprise Developnrent (SEED) Demonstration program that was
implemented in six sites Waehingron State durfn'g. 1989-1990. The primary purpose of SEED .
was to determine the viability of sclf-emploiment as a reemployment-option for
unemployed workers. The SEED Demonstration was designed to test the effectiveness of a
combination of business assisranee services and self -employment allouvunces to provide UI-
claimants with the technical and financial assistance needed to launch a successful business
venture. Sponsored by the U.S. Department of Labor, SEED was the first federally- |
sponsored self-employment demonstration program for unemployed workers in the United
States. The main findings of the implementation and process analysis summarized below
provide a valuable context for interpreting the results of the impact and benefit-cost
analyses that will be conducted in 1992-1993. .

The results described in‘thc. previous chapters indicate that rhe.intake procedures
were implemented as designed. The intake processes, based on-a self '-screening philosophy,
resulted in identifying a group of targeted new claimants who were interested in self-
employment and who applied to the SEED program. Eligible applicants were randomly
assigned to a treatment group, which was offered all demonstration busineéss startup
services and f inancvial services, or to a cdntrol group, which continued to receive regular Ul
benefits and services. The complete intake process resulted in individuals, on average;

'bemg randomly ass:gned within .4 weeks from thexr effectxve date of claim. This enabled
treatment group members to receive business trai'ning servic’:es within about 5.5 weeks after
their effective date of claim, on average As such the procedures followed enabled SEED

to meet the goal of early intervention.

157




For the most part, our results indicate that the business support services were also

provided as planned. Of particular importance, the business training modules appear to .
have been conducted consistently so that treatment group members in all six sites were
provided with the same basic framework for starting a new busineés. In addition, there was
a consistent emphasis across sites in providing counseling to help claimants develop a
business plan. Although a few treatment group members in some sites received considerable
other counseling assistance or participated in the peer support meetings, for the most part it
appears that participants received relatively little in the form of other business support
services in all sites.

In contrast to the consistency of counseling services, there appear to have been some
differences across sites in the milestone review process and, in particular, in the criteria
used to determine the adequacy of the business plan. As a result, treatmeént group members
in some sites received their (larger) lump-sum payments earlier in the claim than treatment
group members in other sites. This is an important finding of the process analysis and must
be kept in mind when conducting the impact analysis and interpreting the impact results.

The results from the implementation and process analysis provide extensive
information of interest to policymakers about the operations of a self-employment program.
A few of the major findings are briefly listed below:

® It is feasible to implement a self-employment program for Ul claimants
(without immediate job prospects) using a self-screening approach and to
provide intensive services early in the claim.

° The self-employment option is of interest to a relatively small sub-group of
claimants. About 4 percent of Ul recipients without immediate job prospects
were interested in SEED. These individuals tended to be older, more
educated, more likely to be in professional, managerial or technical
occupations and had higher Ul entitlements. In addition, many had a
working spouse and substantial assets to draw on when starting the business.

° The interest in self-employment was much greater in urban areas with low
unemployment rates than in rural areas with relatively high unemployment
rates. It is not possible at this time to determine whether the difference in

interest was primarily due to the employment conditions or to the
urban/rural nature of the area.
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- The individuals served in SEED were quite committed to starting their own

’ ‘enterprise. Only" 15 percent dropped out before the business training modules
and approxlmately 60 percent of the treatment group achleved the five
milestones and received a lump-sum payment.

|
i
;

® Although the majority of businesses established through a self-employment
program such as SEED were m the services sector, a substantial number are in
manufacturing, constructlon and retail trade.” Moreover, it appears that some
of these businesses have hired other workers even m the very short-term
after busmess startup. :

-

The results from the implémentation and process analysis also provide extremely
~useful background for the f ortheoi_ning impact analysis. In addition to exploring

differences in impacts across sites, and trying to get a sense of how impacts may differ by

urban/rural areas or employment conditions, ‘tw‘_ok other results of pérticﬁla'r interest to the

impact. analysis were:

. ®  Although the self-screening approach worked quite well in identifying a
| group of participants committed to self-employment, 15 percént of the
treatment group dropped-out early, before the business training modules
began. Early drop-outs complicate the net impact analysis.

L Although individuals who were placed on standby by their employer were
excluded from SEED, nearly 20 percent of treatment group members reported
in their application that they expected to be recalled by their employer.
Because the commitment to self-employment seems to be lower for these
individuals, it w1ll be lmportant to explore whether the 1mpacts differ for
this sub-group.

Finally, it is important to remémber the design of SEED and the context in which

the SEED program operated and how that affects the possibilities for implementation of a
similar program in other settings. Although subsequent reports will deal more fully with

the issue of replicability, the results from the implementation and process analysis support

the following preliminary conclusions:

® The SEED Demonstration was implemented at a time when the Washington
State economy was very strong, and quite insulated from the recession that

o : was affecting other states. Moreover, the sites with vibrant economies tended

i to generate considerable interest in the self-employment option, whereas in

’ rural areas with weaker economies, the interest was much less. The overall

-strength of the state’s economy could have implications for the replicability

of the findings to other areas.
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® The SEED design included a lump-sum payment to simulate a cash-out policy
for Ul payments. It is not clear at this time how much of the interest in the
program was due to the availability of the lump-sum payment or how feasible
it would be to include lump-sum payments in an ongoing program.

° For evaluation purposes, the SEED design imposed a common schedule of key
activities across sites of widely varying claims loads. It is quite likely that an
ongoing program would offer the services less of ten in rural areas than they
were offered in SEED, which might hamper the ability of the program to
meet the early intervention goal and lessen program impacts.

® The self-screening approach for identifying a group of targeted claimants
without immediate job prospects generally worked quite well and could be
adapted to other settings. However, the exclusive reliance on the temporary-
layoff indicator in the UI system resulted in SEED including a sub-group of
claimants who were expecting to return to their former employer. If the
impact results for this sub-group are small, other programs might consider
using the application data (or other methods) to screen-out individuals who
might truly be on temporary layoff.

° The SEED Demonstration retied on extensive centralized control of many key
functions and a participant tracking system. To the extent that such
resources would not be available for an ongoing program, the impacts may
also be different.

In evaluating the impact of SEED it will be important to take into account the

context in which the program operated and the lessons learned from the implementation
and process analysis. Efforts will also be made to identify those features that may be

readily replicated in an ongoing program and features that can not. These issues will be

addressed in the final impact report for the SEED Demonstration scheduled for June 1993.
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APPENDIX A

SITE DESCRIPTIONS

In this appendix we provide additional detail about each of the six sites selected to
operate the SEED Demonstration. The map in Figure 2.1 and the data in Table 2.1 in the
main body of the report provide other useful information about the characteristics of the

sites.

Site 1; v!n“““!u

Wahkiakum, Cowlitz, Clark, Skamania, and the western portion of Klickitat county,
all bordering the Columbia River in Southwest Washington, make up the Vancouver site,
While geographically contiguous, the western counties in the site are topographically diverse
from those in the east. Cowlitz, Wahkiakum and Clark lie on bottom land from the
Columbia River and include heavily forested foothills of the Cascades Mountain Range,
while mountainous Skamania County, is bisected by the Cascade Range and is 90% forested
land. Klickitat County lies east of the mountains with sparsely vegetated hills in the north
and rich and fertile valleys in the south.

Except for Clark County, which accounts for 73% of the site’s population and is part
of the metropolitan area of Portland, Oregon, the majority of the site in'cludes small towns,
rural areas and wilderness land. Traditionally, timber-related industries have dominated
the economy of the area but these industries have been declining. The timber harvest will
likely be further affected by federal legislation to prohibit logging in protected old-growth

habitat.

54Data for this section was gathered from reports produced by the Labor Market and
Analysis Branch of the Washington State Employment Security Department.
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Clark County is one of the few areas of the state outside of the Pﬁget Souﬁd.region
that has experienced dramatic population and economic growth in the past decade.
Historically, major employers in the county are in the manufacturing sector, including
paper products, lumber and wood products, aluminum smelting, food processing and
textiles. In the last decade the county haS diversified it’s manuf acturing base by attracting
high-technology firms. As many as 40 percent qf the county’s work force commutes to
Portland, Oregon.

As indicated in Table 2.1, the Vancouver site has an overall unemployment rate in
1989 of 6.7 percent, quite close to the state average. However, this masks the extreme
diversity acros§ the five county areas included as the unemployment rate in 1989 ranged

from 5.9 percent in Clark County to 18.8 percent in Skamania County.

The Olympia site includes Thurston, Mason, Lewis and Grays Harbor Counties.
Thurston County, which-accounts for 50% of the population of the site, is located at the
southern end of Puget Sound. Because Olympia is the State Capitol, Thurstoﬁ County’s
economy is dominated by- the government sector. However, Olympia is also a regional |
transportation center and provides many services for the surroundin‘g counties.

Although Thurston County is largely a developing metropolitan area, most of the
remainder of the site is agricultural or forested land and the economies of these counties
rely primarily on resource-based industries such as fishing and timber. Because of it’s
‘dcpcndcncc on timber and fishing, Grays Harbor County is one of the few areas in the state
that lost population during the last decade. In contrast, Thurston County grew by 30
percent. Although the unexﬁp[oyment rate for the site as a whole was 7.8 percent, it ranged"

from 6.3 percent in Thurston County to a high of 10.3 percent in Grays Harbor County.
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Site 3: King County

King County is located along the eastern shoreline of the Puget Sound with it’s
eastern border in the crest of the Cascade mountain range. With 31 percent of the state’s
population and 37 percent of total state employment, the county is home to the state’s
largest mctrppolitan region, dominated by the city of Seattle, the largest city ih the three-
state region of Idaho, Oregon and Washington. The Boeing Company is headquartered in
King County and airplane manufacturing cpntinues to be the engine driving the economy
of the region and the state as a whole. In addition, the Port of Seattle is a major
transportation center for the West Coast and handles a major share of the state’s import-
export trade between the United States and the Far East.

In the last decade, the economy of the greater Seattle area has been particularly
strong, which has led to a large growth in population and in the labor force. For example,
the unemployment rate has steadily declined from a high of 9.9 percent in 1982 to 4.5
percent in 1989 and the civilian labor force has grown by 25 percent in those years,
reaching 870,600 in 1989. The most notable increase in industry employment has been in
the service sector which rose 67 percent between 1980 and 1989. With a per capita income
of over $20,000, King County exceeds the income levels of other counties by at least 30

percent.

Site 4: Snohomish County

Although we refer to the fourth site as S_nqhomish County, it also includes the small
area of Island Count&. Snohomish County lies directly north of King County, with it’s
western border the shoreline of Puget Sound and it’s eastern boundary in the Cascade
Mountains. Island County comprises five islands in Puget Sound to the west of Snohomish
County. These two counties have experienced the largest pobulation increases in the state

(33 percent and 34 percent, respectively) during the last 10 years.
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Snohomish County has a diversified industrial base including aerospace, forest
products, electronics, and farming and fishing, whereas Island County’s economy is
dominated by the Whidbey Island Naval Air Station. Unemployment in Snohomish County
during 1989 averaged 4.9 percent -- down from 5.3 percent in 1988 -- and the lowest rate of
- the decade. Unemployment in Island County was 4.6 percent in 1989. As indicated in Table

2.1, this site is second only to King County'in average monthly wages-and per capita income.

ite 5: Wenatche

The Wenatchee site is comprised of Chelan, Douglas and Okanogan counties. These
counties, which are situated in the north central region of the state, encompass about 15
percent of the land mass of the state, but only 2.3 percent of the state’s population.
Separated f rom Douglas County by the Columb.ia River, Chelan County is predominantly
mountainous with 90 percent of it’s geographic area designated as part of the Wenatchee
National Forest. Valleys in Chelan County are noted for tree fruit production.

In Douglas County, rolling plateau lands are used for grain production while the
terrain around East Wenatchee is conducive to tree fruit production. Okanogan County,
bordered by Canada on the north, is also dominated by mountainous terrain that makes up
much of the Okanogan National Forest.b The governinent sector is the largest employer iﬁ
the county due to state and federal management of forests, parks and dams and agricultural
regulatory jobs.

Many of the manufacturing industries in the Wenatchee site are related to
agricultural and timber proddction, which causes seasonal fluctuations in employment
throughout the year. Although the unemployment rates in all three counties in the site have
declined considerably since the early 1980’8:, in 1989 the unemployment rate was still much

higher than the state average at 10.5 percent.
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Site 6: Yakima

The Yakima site is comprised of Kittitas, Yakima and eastern Klickitat counties.
These counties, located east of the Cascade Mountains, extend from the geographical center
of the state (Kittitas County) southward to the Columbia River. Yakima County is the
second largest in land area in the state and the economic center of central Washington. It
also accounts for 85 percent of the population of the site. Agricultural production is the
dominate economic influence in the area. Other industries such as food processing,
shipping, packing warehouses and cold storage and wholesale trade are directly related to
agricultural production. Forest products, aircraft parts and health services are also
important industries in the county.

Kittitas county is primarily an agricultural and live stock producing region. The
largest employer in the county is the government sector, which accounts for 42 percent of
employment in the county, much of it at Central Washington State University.

The site as a whole experienced the highest unemployment rate of all SEED sites
with an average rate of 11.6 percent in 1989. It also has the lowest per capita income of

approximately $13,000.
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EXECUTIVE SUMMARY

The Massachusetts UI Self-Employment Demonstration, also known as the Massachusetts
Enterprise Project, was authorized under Section 9152 of the Omnibus Budget Reconciliation
Act (OBRA) of 1987. This three-year demonstration project has been designed to test the
effectiveness of providing self-employment assistance for those unemployed workers who are
likely to exhaust their Unemployment Insurance (UI) benefits. As mandated by the legislation,
the Massachusetts demonstration incorporates an experimental evaluation design with half the
eligible UI claimants receiving self-employment services (the treatment group) and the other half

receiving regular UI services (the control group).

The Massachusetts Enterprise Project began operations in seven sites in May 1990. A
total of 300 treatment and 300 control group members are projected to participate in this three-
year demonstration project. Data from the Massachusetts demonstration will be analyzed to
determine if self-employment programs for the unemployed can be implemented successfully.
The analysis will also address whether self-empioyment programs represent a cost-effective way

of getting the target group of Ul recipients back to work.

To carry out the legislative mandates successfully required the collaboration of the
Department of Labor (DOL), the Massachusetts Department of Employment and Training
(DET), and the research contractors, Abt Associates and Battelle Memorial Institute. This
interim report describes the process involved in developing the design of the Massachusetts self-
employment program to meet the legislative requirements. The report also describes the early

implementation experiences of this experimental demonstration program.

The final design of the Massachusetts Enterprise Project (documented in the
Massachusetts Operational Guide) incorporates the decisions agreed upon by DOL,
Massachusetts DET, and the research contractors. As mandated by the legislation, the

demonstration targets for self-employment services those UI claimants likely to exhaust UI
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benefits Targeted U1 clarmants are rnvrted to attend an Information Session which provides
information about the demonstration and about the rewards and risks of self-employment Those
who submit an application that meets project requirements are then randomly assigned to either
treatment or control group status. Participants selected into the treatment-group receive business
development servrces and financial assrstance Busrness development servrces include both
classroom training and 1ndrv1dual busmess counselrng These services may also include referrals
to other busrness asslstance provrders Fmancral assrstance includes the payment of self-
employment allowances in lieu of unemployment benefits (as mandated by the legislation) as well
asa waiver of the regular UI work search requrrement (also mandated by the legislation). In
addrtron partrcrpants in the Massachusetts Enterpnse Project are eligible for busmess loans
through the Shawmut Loan Program a loan program desrgned for Massachusetts Enterpnse
' Pl’O_]GCt partrcrpants by Massachusetts DET and Shawmut Bank.

’ Dunng the first three months of program operatrons we have leamed several lessons
Fll’St it appears that the self-employment optron mterests a relatrvely small subset of likely UI
exhaustees. In the Massachusetts Enterpnse PrOJect 3.4 percent of those mvrted to attend an
Informatron Session actually attended. This result confirms results in other countries where self-
_employment programs for the unemployed have operated for several years. This result has also
recently been conﬁrmed in the U S. by the Washrngton UI Self-Employment Demonstration, the
ﬁrst UI Self-Employment demonstrauon pro;ect sponsored by DOL.

Our prehmrnary analysrs also 1nd1cates that self-employment may mterest some subgroups
more than others For example unemployed men appear to be substantially more interested in
self-employment than unemployed women. Indrvrduals between 36 and 55 years old are more
mterested than ‘younger or older groups Those wrth hrgher levels of educatron appear more

mterest_ed in self-employment, Finally, those mdrvrduals_ laid off from professronal, managerial,
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and technical occupations are more interested in self-employment than individuals in other

occupational groups.

In addition to information on program participation, this interim report also summarizes
early experiences with project implementation. This information helps us understand whether
the program has been implemented as planned and identiﬁeé needed operational changes. Our
results to date indicate the Massachusetts Enterprise Project has been implemented according to
the mandates of the authorizing legislation. The demonstration provides business development
assistance and financial assistance to Ul claimants identified as likely to exhaust UI benefits.
As mandated by the legislation, the Massachusetts demonstration operates as an experiment, with
half the eligible sample receiving program services and the other half serving as a control group
(receiving regular UI benefits and services). Using this experimental design, the UI Self-
Employment Demonstration is scheduled to proceed for three years. At the conclusion of this
demonstration period, a final evaluation report will be completed and transmitted to Congress
in December 1993. This final report will contain an evaluation of program impacts as well as

analysis of the benefits and costs of the Massachusetts Ul Self-Employment Demonstration.

As described in this report, the OBRA législation included certain provisions that created
concern among States interested in participating in the UI Self-Employment Demonstration. The
provision that created the greatest concern was the requirement that States repay, from general
revenues, any "excess costs" -- i.e., costs to the Unemployment Trust Fund that would not have
been incurred in the absence of the project. To minimize the potential for excess costs, DOL
and the research contractors evaluated alternative program designs that reduce potential excess
costs, while meeting all the legislative mandates. These alternative options contributed
significantly in obtaining State cooperation from Massachusetts. Two other States that
participated in the design process -- Minnesota and Oregon -- ultimately declined to participate

in the demonstration, however, largely because of concern about excess costs.
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CHAPTER 1
BACKGROUND AND OVERVIEW

Unemployment Insurance (UI) has provided temporary income support to unemployed
workers for more than 50 years. Temporary income support, however, may not be adequate
for workers who lose their jobs due to structural changes in the economy. Workers who lose
jobs as a result of structural economic changes typically experience long periods of
unemployment, often exhausting UI benefits. To alleviate some of the employment hardships
faced by individuals likely to exhaust their UI benefits, the Department of Labor (DOL) is
evaluating several alternative uses of UI benefits. One alternative under consideration is a self-
employment program that provides unemployed workers with assistance to speed their return to

work through self-employment.

The first federally sponsored project in the U.S. to test the use of self-employment
programs as a reemployment strategy is the Washington Self-Employment and Enterprise
Development (SEED) Demonstration Project. The second federally sponsored project to test the
use of self-employment as a reemployment strategy was mandated by Congress in the Omnibus
Budget Reconciliation Act (OBRA) of 1987. In this report we discuss the requirements of
Section 9152 of this Act, the steps taken to implement the requirements of this legislation, and
the design and implementation of the Massachusetts Ul Self-Employment Demonstration (known

as the Massachusetts Enterprise Project).

The process of designing and implementing the demonstration mandated by the above
authorizing legislation has been collaborative and has incorporated input from several sources.
The U.S. Department of Labor provided overall guidance and monitoring during all phases of
the project. The Massachusetts Department of Employment and Training (DET) has been
instrumental in the design process and has been responsible for the implementation of the

demonstration. Abt Associates Inc. and its subcontractor Battelle Memorial Institute were
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competitively selected to assist in the demonstration design and evaluation and have been

involved in all project phases since 1988.

The first wave of partiCipant intake in the Massachusetts Enterpn; Project began in May
1990; two addltronal waves of intake are planned for 1991 and 1992 ‘Researchers antrcrpate a
combined total of 300 treatment group members and 300 control group ‘members in the three
waves ‘Data from the Massachusetts demonstration together with data from the Washrngton
State demonstratlon wrll then be evaluated in an 1mp1ementatron and process analysrs In
addmon the data w1ll be’ used to measure the net’ 1mpact and cost-effectiveness of self-
employment programs for the unemployed A ﬁnal evaluatron report 1ncorporatmg these
analyses w111 be transmrtted to Congress in December 1993 '

BACKGROUND'"

The Federal government’s role in dealing with the unemployed has changed over the
years. Initially, government provrded the unemployed temporary, partral relief for wages lost
dunng unemployment More recently, servrces have expanded to include skills upgradmg and
occupatronal trmnrng These servrces have become essentxal in dealmg wrth the changmg

charactenstrcs of unemployment

‘Structural economlc changes have substantlally 1ncreased the number of workers la1d off
from hrgh-wage Jobs in manufacturmg and other industries. Between 1970 ‘and 1985, , for
example, employment in goods-producing industries declined from 33 to=h2‘6""per’cent of total

employment.! Since many of these cutbacks are permanent rather than cyclical, these workers

, See Task Force on_ Economic Adjustment and Worker Drslocatxon .Economic
Ad}ustment and Worker Dislocation in a ‘Competitive Soczety, Washmgton D. C.: Secretary of
Labor, Task Force, December 1986. ‘ .
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are likely to remain unemployed for long periods and may exhaust their UI benefits prior to
reemployment.

The term "dislocated worker" describes workers who have acquired specific skills over
years of employment and, following a plant closure or mass layoff, find their skills no longer
in demand. For statistical purposes, the Bureau of Labor Statistics (BLS) defines displaced
workers as those persons who lost their jobs due to plant closings, slack work, or position or
job abolished, and who had 3 yeare or more of tenure on the job they lost." To determine the
magnitude of the diSplaced worker population, DOL sponsored supplements to the Current
Population Survey in January 1984, 1986, 1988, and 1990. Based on the 1988 survey?, BLS
reported that the number of dislocated workers declined to 4.6 million from 5.1 million in 1986
and 1984. The 1988 survey found that nearly 40 percent of dislocated workers were
unemployed for more than six months following the dislocation. The survey also found that 62
percent received Ul benefits after losing their jobs (with about half of them exhausting Ul
benefits).

The magmtude of the dislocated worker problem has prompted policy-makers to try new
approaches to allevxate long~term unemployment For example, the Economic Dislocation and
Worker Adjustment Assistance program (EDWAA), which began in 1989, established a number
of new approaches to serve dislocated workers. One of the more important changes was the
implementation of new procedures to provide services more rapidly to dislocated workers. This
rapid response, or early intervention component, was incorporated into EDWAA to correct some

perceived deficiencies in earlier programs.

2 This survey covered the five-year period from January 1983 to January 1988. See
Diane E. Herz, "Worker Displacement in a Period of Rapid Job Expansion: 1983-87," Monthly
Labor Review, May 1990, pp. 21-33.
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Similarly, in designing the UI self-employment demonstrations, DOL, Massachusetts, and
Abt/Battelle sought to incorporate an early intervention component. Early intervention is
particularly important in self-employment programs since successful business development often
requires a substantial period of time. To provide sufficient time for planning and business
development, the demonstration incorporated features that expedite participants’ receipt of

program services early in their unemployment spell.

The concept of using the UI system to promote. self-employment for the unemployed is
partly based on programs in several foreign countries (particularly Great Britain and-France) that
encourage the unemployed to create jobs for themselves by becoming self-employed. In Great
Britain, for example, the Enterprise Allowance Scheme (EAS) provides workers receiving
unemployment or welfare benefits who wish to start their own businesses a weekly allowance
| payment for up to a year. These payments are made in lieu of unemployment benefits and
participants must agree to pursue business development activities full time. In contrast, the
French Chomeurs Createurs program provides a single lump-sum payment in lieu of

unemployment benefits to participants who wish to start a business.

While rigorous evaluations of these foreign programs have not been conducted, follow-up
surveys of participants indicate encouraging results for Self-employmént programs. Both the
British and French programs report high business survival rates long after program entry. For
example, 55 percent of the businesses started under the EAS program survived to 36 months.?
Similarly, Chomeurs Createurs participants experienced a busineSs’ survival rate of 61 percent

after 36 months.*

3 Research Bureau Limited, Enterz)ﬁse Allowance Scheme Evaluation--Three Year

National Survey. London: Manpower Service Commission. December 1987.

* Feit, Rona F., Expanding Entrepreneurial Opportunity: An Alternative Route to Self
 Sufficiency. Corporation for Enterprise Developmerit. December 1987.
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ALTERNATIVE USES OF UNEMPLOYMENT INSURANCE

Over the past several years, DOL has launched a series of demonstrations to investigate
alternative uses of UI that might expedite reemployment into wage and salary employment.
These projects tested different service approaches including job search assistance, retraining, and
relocation assistance. Several of the projects also incorporated reemployment bonuses, which
provide payments to UI claimants who find jobs within a fixed period of filing their initial UI
claim and keep those jobs for a specified length of time. Different reemployment bonus plans
were tested to determine whether bonuses encourage Ul claimants to search for employment
more intensively and return to work more quickly. Demonstrations to evaluate these programs

have been implemented in Pennsylvania, Washington, and New Jersey.

A second set of demonstrations launched by DOL tests the use of self-employment
programs as a reemployment strategy. Two demonstration projects, the Washington State UI
Self-Employment Demonstration and the Massachusetts UI Self-Employment Demonstration,
have been designed to test the ability of the employment security and economic development
systems to help selected UI recipients start businesses. Both of these demonstrations provide
business development assistance in the form of entrepreneurial training and business support
services. They also provide participants with financial assistance while they make progress
toward self-employment in the form of self-employment allowance payments equal to their
weekly UI benefits. In addition, the Washington project (funded by DOL research funds) also
provides financial assistance in the form of a lump-sum payment representing the remaining Ul
benefits available to program participants. This lump-sum payment is to be used for business

start-up costs and is made only to those participants who meet specific project requirements.

Through the UI Self-Employment Demonstrations, Congress and DOL will obtain the

first systematic evaluation of self—empldyment programs as a reemployment strategy. To provide
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a scientifically valid evaluation of self-employment programs in the U.S., these self-employment
demonstrations are being evaluated based on an experimental design in which UI claimants are
randomly assigned to treatment and control groups. This rigorous approach will provide policy-

makers with sound estimates of the effectiveness of self-employment as aTeemployment strategy.
Ul SELF-EMPLOYMENT DEMONSTRATIONS

Two self-employment programs launched by DOL are currently under evaluation on a
demonstration basis. The Washin’gton‘ Ul Self-Einployment Demonstration began pilot
operations in September 1989. Followihg an evaluation of the pilot experience, the project
began program operations in Fébruary 1990.° The Massachusetts UI Self-Employment
Demonstration bégan operations in May 1990. Each of these self-employment demonstrations
is described below. A more complete description of the Massachusetts demonstration design is

presented in Chapter 3.

Washington Self-Employment Demonstration. The Washington Self-Employment
Demonstration Project provides selected Ul claimants with entrepreneurial training and business

support services. These services include:

. intensive classroom training that addresses issues related to starting and running
a business; v
o assignment of a case manager to oversee and assist in the development of a
business plan;
. individual and group kcounseling; and
. monthly gfoup meetings to provide peer support and advice.

5 thnson, Teﬁy R., Jacob Benus, and Jan Leonard; Washington State Self-Employment and
Enterprise Development (SEED) Demonstration, Summary of Pilot Study Experiences and
Recommendations, December, 1989.
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Financial assistance in the Washington demonstration includes:

J waiver of the UI work search test;

J payment of regular weekly benefits equal to the claimant’s regular UI benefits;
and, ’

o a lump-sum payment equal to the participant’s remaining UI entitlement upon

satisfying specific milestones in the process of starting a business.

The Washington demonstration enrolled 755 treatment group members. A total of 451
participants received lump-sum payments, averaging approximately $4225. A complete
description of the implementation will be presented in the forthcoming Washington UI Self-

Employment Demonstration Interim Report.

Massachuseits Self-Employment Demonstration. The second Ul self-employment
demonstration was mandated in Section 9152 of OBRA and is governed by the provisions of this
legislation. (A detailed discussion of the provisions of the authorizing legislation is presented in
Chapter 2). Eligible individuals are defined by the legislation as those who are "likely to receive
regular or extended benefits for the maximum number of weeks that such compensation is made
available under the State law during such benefit year." This provision mandates that only those
individuals likely to exhaust UI benefits are identified as eligible and targeted for program

services.

Two objectives were paramount in the Massachusetts Self-Employment Demonstration
design. The first was to develop a program, consistent with the authorizing legislation, designed
to facilitate self-employment for UI claimants who choose this avenue. The second objective
was to develop a design that would permit a scientifically valid program evaluation. To achieve
the latter objective, the design includes random assignment of demonstration applicants either

to a treatment group, which receives demonstration services, or a control group, which does not.
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Two key components comprise services offered to treatment group members -- business
assistance and' financial assistance. The business assistance services offered to demonstration

participants are similar to the services offered in the Washington demonstration:

-

° intensive classroom training that addresses issues related to startmg and runmng

a business; »

. assignment of a case manager to oversee and assist in the development of a
business plan; |

o individual and group counseling; and.

o regular group meetings to provide peer support and advice.

The financial assistance component in Massachusetts includes exemption from certain
requirements for receipt of UI benefits. Specifically, the authorizing legislation stipulates that
demonstration participants shall not be subject to the regular Ul work search requirements while
in the demonstration. Furthermore, the legislation requires self—employment allowances to be

paid in the same form as regular UI benefits.

The demonstration design also incorporates provisions for participants returning to the

“regular UI system upon leaving the demonstration. These participants are eligible to continue

to receive their Ul entitlement and are subject to the regular work search test.

The Massachusetts demonstration design calls for participant enrollment to be
implemented in three annual waves. The first wave was implemented during May-October,
1990. This interim report is based on the implementation experience of the initial three months
of the first demonstration intake wave. Current plans call for two additional intake waves with

100 treatment group members and 100 control group members to be selected in each wave.
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PURPOSE AND ORGANIZATION OF REPORT

Section 9152 of OBRA requires that the Secretary of Labor present an interim report to
Congress. The present report fulfills this requirement. The legislation also requires a final
report following demonstration completion; the final report is due to Congress in December
1993.

In this interim report we review the provisions of the legislation and how these provisions
have been implemented to date. The report also discusses the prospects for reaching
scientifically valid analytic results, and the potential for using these results as a basis for
designing a national self-employment assistance program. Because data were available for only
the first three months of program operations at the time this interim report was written, it is

premature to attempt to evaluate program impacts in this report.

The remainder of this report is organized as follows. Chapter 2 reviews the
demonstration planning process and some of the constraints encountered in that process. Chapter
3 summarizes the design of the Massachusetts demonstration and Chapter 4 presents an early
assessment of its implementation. Finally, Chapter 5 summarizes the findings and presents

preliminary conclusions.
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CHAPTER 2
PROJECT PLANNING PROCESS

The fundamental objective of the UI Self-Employment Demonstration, mandated by the
Omnibus Budget Reconciliation Act (OBRA) of 1987, is to measure the economic and social
impact of providing self-employment services for those unemployed workers likely to exhaust
their UI benefits. State UI laws pose a significant barrier to self-employment in that they require
UI claimants to search for work and to be able and available to accept suitable employment if
offered. Section 9152 of OBRA removes this barrier for the self-employment demonstration.
In this chapter we review requirements of the authorizing legislation and the process followed

by DOL to carry out its provisions.
LEGISLATIVE REQUIREMENTS

The Omnibus Budget Reconciliation Act of 1987 requires the Secretary of Labor to carry
out a self-employment demonstration project, select and enter into agreements with three States
that will operate the demonstration, analyze the benefits and costs of the demonstration, and
submit reports to Congress. Pursuant to Section 9152(a) of the authorizing legislation, selection

of demonstration States was to be competitive and made from among States that:

o apply to participate in the project, and

o demonstrate that they are capable of implementing the provisions of the
cooperative agreement.

The selection criteria for selecting the States is detailed in Section 9152(b) of the Act.
The Secretary of Labor is required to consider the State’s ability to meet the legal, financial, and
administrative requirements, as well as the State’s resources for providing self-employment

services.
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Section 9152(c) requires the Secretary of Labor and each of the selected States to enter
into an agreement that defines the conditions for demonstration implementation. Specifically,

the cooperative agreement between the Secretary and the selected States must:

=

. define the eligible individuals for the demonstration;
o define the conditions for payment of self-employment allowances;
o define the amount of self-employment allowances that may be paid to

demonstration participants;
° stipulaie that the program design must be approved by the Secretary of Labor;

o require that the program implemented will not result in any cost to the
Unemployment Trust Fund in excess of the cost which would have been incurred
if the State had not participated in the demonstration (i.e., excess costs); and

. require that the State agree to repay to the Unemployment Trust Fund any excess
cost.

The authorizing legislation further stipulates (Section 9152(d)) that evaluation in each |
State must be based on an experimental design with random assignment of applicants to
treatment and control groups. Furthermore, the data from this experiment shall be used for

establishing excess costs as well as analyzing program benefits and costs.

Section 9152(e) authorizes the State to make self-employment allowances in lieu of
regular unemployment compensation from the State unemployment funds. Section 9152(f)
prohibits States from using funds appropriated under Title III of thé Social Security Act or any
other Federal law for administrative costs of the demonstration. Section 9152(g) mandates two
reports to Congress, including an interim report on the progress of the demonstration and a final

report which is to include an evaluation of proéram impacts and a cost-benefit analysis. The Act
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as amended requires DOL to submit the interim report in December 1990; the final report is due
in December 1993.¢

IMPLEMENTATION OF LEGISLATIVE REQUIREMENTS

Implementation of the specific requirements of the authorizing legislation required
substantial effort on the part of DOL, the States, and the research contractors. In some instances
(discussed below) implementation was affected by specific concerns raised by the states. These
concerns related largely to the legislative requirement that excess costs must be repaid to the
Unemployment Trust Fund by the States. To deal with this excess cost issue, the research
contractor conducted special analyses. These analyses helped to design a program that meets

all the legislative requirements, yet reduces the potential magnitude of excess costs.

Section 9152 of OBRA describes the funding source for each project activity. The self-
employment allowance payments (i.e., the periodic payments to program participants), for
instance, are to be made from State unemployment funds; administrative costs are to be drawn
from State general funds or another non-federal funding source. Finally, funding for design,
monitoring, and evaluation are to be financed through DOL funds. No federal resources were

provided to support project operations.

The authorizing legislation requires that excess costs be measured as the difference in Ul
benefits (net of contributions) paid to the treatment and control groups. That is, the control
group will be used to measure what the trust fund experience would have been absent the

demonstration. DOL has provided Massachusetts with a detailed explanation of the excess cost

§ The due dates for the interim and final reports were amended by the Technical and
Miscellaneous Revenue Act of 1988 (P.L. 100-647).
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calculation, including the specific formula for calculating excess cost. DOL and the research
contractors have also developed operatmg procedures that are desrgned to reduce the potential
for excess costs. These special efforts were 1mportant m ehcrtmg State support for the
demonstration. A more complete dlscussmn of excess costs and the methods developed to

reduce their hkely magmtude is presented later in thlS chapter

STATE SELECTION

The cnterla for selectmg demonstratlon States specxﬁed 1n the authonzmg legrslatxon
include:

. technical asststance currently provrded by the State to the self-employed

° the business chmate for new, small busmess enterpnses

* 'adequacy of State resources to carry out the pl’OJeCt and

e  the range of specrahzed servrces proposed by the State for demonstratton
- participants. ‘ , :

In addition to these and other State selection criteria, DOL considered (as required by the Act)
the adequacy of the State’s unemployment compensation reserves.

Despite project financing concerns, Massachusetts, Minnesota and Oregon submitted
applications and were chosen to participate.  In September 1988, DOL entered into a cooperative

- agreement with the States as required by the authorizing legislation. This cooperative agreement
defined the required demonstration provisions and delineated State and Federal responsibilities.
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PROJECT DESIGN PROCESS

Abt Associates Inc. and its subcontractor Battelle Memorial Institute were competitively
sélected in June 1988 by DOL to assist in the design and to evaluate the demonstration. Since
then, all aspects of project design have proceeded as a cooperative effort among DOL, the host
States, and the Abt/Battelle research team.

The design planning process began with a meeting in each host State in October -
November 1988. The meetings provided each State with an overview of major design
components; a review of the demonstration schedule, startup of pre-project analysis, and a

discussion of data processing requirements.

To gain insight and to observe the implementation of other self-employment programs
for the unemployed, represe‘ntatives from DOL, the host States, and the research team
participated in a study tour of self-employment programs in England, France, and Sweden. This
study tour, funded by the German Marshall Fund of the United States, provided demonstration
planners with insights into the design and operations of self-employment programs. In fact, two
of the foreign programs evaluated provided models for the design of the U.S. demonstrations.
The Massachusetts demonstration is broadly modeled on the British program and the Washington

demonstration is broadly modeled after the French self-employment program.

The first project design meeting was held in December 1988. During this meeting
planners reviewed a wide range of design issues and options. Based on this review, the Abt/
Battelle research team prepared the Draft Design Report, which presented major design issues,
reviewed potential design options, and evaluated available choices. The report paid specific
attention to the excess cost implications of various options and available options for minimizing -

€Xcess Costs.
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The second design meeting was held in April 1989 to attempt to narrow the potential
design options. The design team reached consensus on the major design areas--project
objectives, intake process, self-employment allowances, and business development services.
During the meeting the States presented a memo proposing legislative action to eliminate or
minimize excess costs. All parties rebognized, however, that the options outlined in the memo

required legislative action to implement.

A panel of self-employment experts convened in July 1989 to review the proposed project
design. The expert panel emphasized the importance of case managers and recommended that
substantial resources be devoted to recruiting and training quality case managers. The consensus
of the panel members was that the quality of the case managers was critical to program success.
The panel also concluded that legislative requirements with respect to excess costs had created
barriers to the demonstration’s potential success and recommended that an effort be made to

eliminate the requirement that States repay excess costs.

Following the expert panel meeting, a final design meeting was held to reach final
agreement on outstanding issues. DOL agreed to provide the States with a formal response on
the methodology for calculating excess costs. The States, however, continued to express serious

concern with the excess cost provisions of the authorizing legislation.

Based on the results of the expert panel meeting ahd the final design meeting, Abt/
Battelle prepared a Final Design Report,” which incorporated all agreed upon decisions. DOL
also developed a report detailing ~‘the' methodology to be used to calculate excess costs. Both
‘reports were transmitted to the States to be used as a basis for the States’ final decision on

7 Orr, Larry L., et. al., UI Self-Employment Demonstration Evaluation, Design of the
Three-State Self-Employment Demonstration, Abt Associates Inc., July, 1989
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participating in the demonstration. Two States, Oregon and Minnesota, declined to participate
in the demonstration, largely due to the potential for State excess costs liability.

EXCESS COSTS ISSUES IN THE DESIGN OF THE SELF-EMPLOYMENT
DEMONSTRATION

A variety of design issues were evaluated in designing the Massachusetts Enterprise
Project. Many of these issues revolved around excess costs and methods to reduce these costs
while meeting the legislative mandates. In this section we discuss excess costs, targeting likely

exhaustees, and duration of the work search waiver.

Excess costs arise when demonstration treatment group members, on average, collect
more self-employment allowances than the amount of UI benefits they would have collected in
the absence of the demonstration (as measured by the experience of control group members).
The excess costs that must be repaid each year by the State are calculated as the per person
difference in Unemployment Trust Fund payments (including regular UI payments and self-
employment allowances) collected by treatment group members and control group members,
multiplied by the number of treatment group members. The authorizing legislation also includes
a provision (Section 9152(c)) which requires the State to pay interest on any outstanding excess
costs balance. The calculation and method of payment of excess costs interest and principal

payments is detailed in DOL’s Final Procedures for calculating excess costs.

Throughout the planning process, the States recognized that repayment of excess costs
was a condition of participation in the self-employment demonstration (as required by the
authorizing legislation). To reduce the likely magnitude of this State liability, DOL and
Abt/Battelle developed a variety of program design features to minimize excess costs. For
example, to implément the legislative requirement (Section 9152(i)) to target self-employment

services for those UI claimants "likely to receive unemployment compensation for the maximum
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number of weeks that such compensation is made available” (i.e., likely Ul exhaustees), Abt/
Battelie developed a statistical algorithm to identify likely UI exhaustees in each State. Using
this algorithm for selecting UI claimants most likely to exhaust benefits (i.e., targeting) reduces
_potential excess costs liability. The impact of targeting on potential excess costs liability was
discussed in detail in the Final Design Report (Chapter 4). The Final Design Report aiso
explored a variety of other design features and considered their impact on expected exceés costs.
Below we present a summary discussion of the impact and tradeoffs associated with two of the
demonstration design features: targeting of likely exhauﬁtees and duration of the work search

waiver.

Targ.eti’ng‘ on Likely Exhaustees. Concern that the s_elf-émployment_ demonstratioﬁ will
generate excess costs arises from the assumption that treatment group members are likely to
remain in the demonstration throughout their eligibility period (work search waiver périod) and
collect self-employment allowances up to the maximum amount available. . In the absence of the
demonstration, some claimants would presumably find jobs and leave the UI rolls before they

reached the maximum UI benefit amount.

To reduce expected excess costs, one may target for the demonstration only those
individuals most likely to exhaust UI benefits. By inclu_ding only likely exhaustees, differencés
in payments between treatment and control groups ’is expected to be small, since both groups are
likely to exhaust all their available benefits.

Operationally, targeting likely exhaustees may be implerhented by using a statistical
algorithm to predict the probability.that a new claimant will exhaust his or her UI benefits.
Those with the highest predicted probablhty of . exhaustion (i.e., those with a predicted
._ probab;hty that exceeds a specific cutoff level), are then selected (targeted) for the

demonstration.
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The accuracy of the predictive algorithm used in the targeting has direct implications on
excess costs. Suppose, for example, that we were able to predict the probability of exhaustion
perfectly, and that the cutoff were set so that only claimants who would in fact exhaust their Ul
benefits would be invited to participate. In this ideal scenario, there would be no excess costs
to the trust fund; payments to demonstration participants could not exceed what they would have
received in the absence of the demonstration, since in the absence of the demonstration each

would receive the maximum UI benefits payable.

The choice of cutoff probability level used in targeting participants also has implications
for excess costs. The higher the cutoff, the more likely one is to identify exhaustees; the lower
the 'cutoff, the more likely one is to include nonexhaustees in the targeted group. Because

nonexhaustees raise excess costs, lower cutoff probabilities are associated with higher costs.

Based on these results, one might wish to establish a very high cutoff probability for
selecting a target population so that only highly likely exhaustees are selected. Operationally,
however, a high cutoff probability limits the number of individuals available for the
demonstration since a smaller number meet the targeting requirement. To reach a minimum
efficient operational level, one may be forced to lower the cutoff probability. Clearly, there is
a tradeoff among excess costs, cutoff probability, claimant population, and operational

constraints in designing the demonstration.

Duration of the Work Search Waiver. In Massachusetts, the maximum duration of Ul
benefits is 30 weeks. In the discussion above, we assumed that the UI work test is waived for
the entire duration of benefit availability for the treatment group. We have also assumed that
treatment group members are likely to exhaust their self-employment allowance eligibility (i.e.,
draw benefits up to the maximum available) since business development often takes a substantial

period of time. To reduce excess costs, one may consider limiting the eligibility period for
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treatment group members below the maximum duration available. That is, if the work search
waiver were limited to some period shorter than the maximum duration, some treatment group
members may choose to forego their remaining UI benefits and continue to devote full time to
their self-employment activities. Other treatment group members may-choose to return to the

UI system and would likely exhaust their benefits.

The effect on excess costs of limiting the duration of the work search waiver depends on
the proportion of treatment group members who choose to forego their remaining UI benefits
at the end of the waiver period. This proportion', in turn, is dependent on the duration of the
work search waiver. The shorter the waiver period, the higher the proportion likely to return
to UI and exhaust remaining UI benefits. The relationship among the duration of the work
search waiver, the proportion who choose to forego remaining UI benefits, and the expected

impact on excess costs is discussed in detail elsewhere.?

After reviewing available Massachusetts data and incorporating conservative assumptions
about the proportion of treatment group members expected to forego remaining benefits, the V
duration of the work search waiver was set at 24 weeks in Massachusetts. Thus, in
Massachusetts treatment group members may collect self-employment allowances through the
24th consecutive week of their UI claims. At that point they must choose between continuing
with their self-employment activities full-time or returning to UI for the remaining six weeks of

UI eligibility and meeting the work search requirements.

8 Jacob M. Benus, Design Options to Reduce Excegs Costs in the Massachusetts Enterprise
Project, Abt Associates, Inc., March 1990.

193




PROJECT PLANNING PROCESS

IMPACT OF EXCESS COSTS ON STATE PARTICIPATION

As part of the design process, Abt/Battelle prepared several papers outlining the
methodology for predicting likely UI exhaustees and for estimating potential excess costs. Using
the methodology developed in these documents, the researchers generated excess costs estimates
for each State, based on State-supplied UI data.

These excess costs estimates provided the first indication of the magnitude of potential
excess costs. At this point in the planning process, the States became even more concerned than
they had been about the potential for excess costs liabilities. To retain the participation of the
three States, DOL explored a variety of methods to reduce the potential for excess costs liability.
After evaluating the financial risks associated with participating in the demonstration, two States
-- Oregon and Minnesota -- decided to withdraw from the project. The sole State remaining in

the demonstration was Massachusetts.

The decision to withdraw from the project was made after substantial delay while efforts
were made to retain all three States. Minnesota withdrew from the demonstration primarily
because of the potential for excess costs liabilities. For Oregon, a variety of factors were
significant, including excess costs, economic conditions, and the lack of available self-

employment services in the State.
Based on these.observations, we may conclude that the potential for excess costs liability

was a substantial barrier in the States’ participation decisions. Furthermore, excess costs may

have discouraged other States from applying to participate in the demonstration.
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CHAPTER 3
DESIGN OF THE MASSACHUSETTS DEMONSTRATION

The Massachusetts UI Self-Employment Demonstration, also known as the Massachusetts
Enterprise Project, has been designed to test whether the UI system may be used effectively in
assisting unemployed workers who are likely to exhaust their UI benefits to become self-
employed. In designing the Massachusetts demonstration, careful consideration was paid to

requirements of the authorizing legislation, the program operators and the program evaluators.

To achieve a design that meets the above requirements necessitated the close cooperation
of the U.S. Department of Labor (DOL), the Massachusetts Department of Employment and
Training (DET), and the Abt/Battelle research team. The final results of the design process are
documented in the Massachusetts Operational Guide.” This document describes each project

implementation step in detail.

Massachusetts DET has overall responsibility for Massachusetts Enterprise Project
implementation. DET has contracted with the Massachusetts Small Business Development
Center (MSBDC) and the Franklin County Venture Center to provide program business
assistance services. DET also initiated and developed a unique component for the Massachusetts
Enterprise Project -- the Shawmut Loan Program. This program provides loan assistance to

qualified project participants.

The design of the Massachusetts Enterprise Project involves a series of steps. The first
step is the targeting of eligible UI claimants who, on the basis of characteristics in their UI
claims record, are likely to exhaust their UI benefits and who meet other eligibility

requirements. As discussed in Chapter 2, targeting likely exhaustees is both a requirement of

% UI Self-Employment Demonstration Evaluation, Operational Guide for the Massachusetts
Enterprise Project, Abt Associates, Inc., April, 1990.
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the authorizing legislation as well as an important component in reduction of potential excess

Costs.

Targeted UI claimants are invited to attend an InformationSession where they are
provided information about the demonstration and about the risks and rewards of - self-
employment. Only those individuals interested in self-employment are expected to attend the
Information Session and submit an application to participate in the self-employment program.
Those who submit an application that meets project requirements are then randomly assigned to
either treatment or control group status. Those assigned to the treatment group are provided
program services; those assigned to the control group continue to receive UI benefits and

" services.

Enterprise Project services have two key components: (1) business development assistance
and (2) financial assistance. Business development assistance includes both classroom training
and individual business counseling. These services may also include referrals to other business

| assistance providers. Financial assistance includes the payment of self-employment allowanees

in lieu of unemployment benefits (as mandated by the legislation) as well as a waiver of the
regular UI work search requirement (also mandated by the legislation). In addition, participants
in the Massachusetts Enterprise Project may be eligible for business loans through the Shawmut
Loan Program..

In the remainder of ihis chapter we describe the design of the Massachusetts Ente_rprise
Project in greater detail. We begin by describing the seven sites chosen to operate the
Enterprise Project. Next we discuss the intake procedures used to identify an appropriate
experimental sample, the procedures for recruiting program participants, and the procedure for
randomly assigning individuals to treatment or control group status. Finally, we describe the

business development services and financial assistance provided for treatment group members.
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SITES IN THE ENTERPRISE PROJECT

Seven local Department of Employment and Training (DET) offices participate in the
Enterprise Project. Participating sites were selected largely on the basis of their interest in
operating the project; however, they represent a variety of geographic areas, programmatic
environments, and economic conditions. The sites also represent a broad mixture of urban and

rural locations, different industrial bases, and different demographic compositions.

In Table 3.1 we present descriptive statistics for the participating sites. The data in Table
3.1 indicate a wide range of unemployment rates among the sites -- from a low of 4.1 percent
in Greenfield to a high of 9.5 percent in New Bedford. Similarly, the distribution of
demographic characteristics varied substantially across sites. In 1988, for example, minorities
accounted for only 0.3 percent of the Ul claimant population in Greenfield but 94.7 percent in
Roxbury.

The seven participating sites also represent a wide geographic distribution across
Massachusetts. Gloucester is a small coastal city in northeastern Massachusetts. Greenfield,
the most rural project site, is located in western Massachusetts. Lowell is a former industrial
center in northeastern Massachusetts. New Bedford is a small coastal city in southeastern
Massachusetts. Roxbury is an urban community located in Boston; of all the project sites, it
has the highest percentage of minority claimants. Springfield, the state’s third largest city, is
located in western Massachusetts. Woburn is a small city in eastern Massachusetts. These
participating sites represent a wide mix of characteristics important for the evaluation of the

Massachusetts Enterprise Project.
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Table 3.1

Summary of Claimants and Jobs Data
Enterprise Project Sites

Gloucester Greenfield Lowel! New | Roxbury' Springtield Wobum

. ) : Bedford
% Minority 0.4 0.3 8.3 5.8 94.7 23.9 1.3
(Aug. 1990 Ul Claims) . . . '
May 1990 | | 88 | 41 7.2 9.5 n/a' | 6.1 4.8
Unempioyment Rate - : : '
Major Industries
(% of workforce) ‘ , 4
Mining 0.0 00 | o.1 0.1 00 |  o.1 0.1
Construction ’ 10.8 14.2 ~ 13.8 20.4 7.3 - . 10.3 13.6
Manufacturing | 26.8 18.2 34.0 ©31.1 10.1 19.5 19.5
Utilities - 7.5 9.4 6.1 7.3 26.8 12.7 6.5
Trade , 21.8 23.5 17.4 - 18.8 16.3 23.9 23.1
Financial\lnsurance ; 3.1 - 4.5 - 2.5 2.4_»' 6.8 : 3.4 5.3
Real Estate | ~ . .
‘Services | - 24.3 249 | 208 | 159 | 283 223 - 25.9
Other - ' 5.7 5.2 5.2 39 | 45 - 7.7 5.8

Souroec Statewide Summary of Claimant and Jobs Data, August 1990,
Local Area Unemployment Statistics and Current Employment Statistics: Prelumwy Emmtes for May 1990 and Revised Estimates for April 1990. Massachusetts Department
of Employment and Training. v . .

'Roxbury is a community within the city of Boston. The Boston unemployment rate is 4'.8 percent.
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DEMONSTRATION INTAKE AND ASSIGNMENT PROCEDURES

In this section we describe the intake and assignment process for selecting an
experimental sample of participants from the universe of UI claimants in Massachusetts. Ul
claimants file UI claims as usual; upon filing new claims, certain claimants are targeted for
participation in the demonstration and invited to attend program activities. Those who attend
the first component, the Information Session, are given the opportunity to submit a project
application. Following a review of the submitted applications, individuals are randomly assigned
to the treatment group, which receives program services, or to the control group, which does
not. The intake and assignment process thus involves four steps: targeting, selecting likely
exhaustees, recruitment and random assignment. These steps are surnmarized in Exhibit 3.1.

We discuss each in turn.

Targeting. Targeting refers to the method by which UI claimants of most interest to
designers of self-employment policy are identified and invited to participate in the project. The
Enterprise Project uses a two-step process to identify the target population. The first step

applies targeting criteria to all UI claimants and eliminates those who:

. are under age 18. Since individuals under age 18 cannot enter legally binding
contracts, they are not included in the target population.

. file interstate claims. The demonstration is designed to serve Massachusetts
residents only.

o are eligible for less than 26 weeks of UI benefits. Since business startup can
require many weeks or months to accomplish, especially when preceded by
substantial training, claimants who are eligible for less than 26 weeks of benefits
are inappropriate targets for the demonstration. UI claimants in Massachusetts
are eligible for a maximum of 30 weeks.
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Exhibit 3.1
Enterprise Project Intake and Assignment
Procedures
All
Claimants
Non-Targeted Claimants
(Interstate Claim, Under Age 18,
%" Employer-Attached, Eligible for
<26 Weeks of UT)
1 3
Claimants
in Targeted
Population
' cted Claimants
g Unlikely to Exhaust
Benefits
Y
Targeted
Claimants
Likely to Exhaust
Invited Claimants
e~ Who Are Not Interested
Y
Information
Session

Interested
Claimants
Submit an
Application

Random
Assignment N :

Attcndces Who do not
- Submit Applications

Y
Applicants ’

'

Application Review

Control

Treatment
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These characteristics are easily identified using information contained in the UI claims
record. Each week, the State computer system identifies those individuals who fall into the
categories described above and eliminates them from the pool of potential project participants.
UI claims records for the remaining eligible claimants are then transferred from the State UI
mainframe computer to the demonstration database, the Participant Tracking System (PTS). The
PTS was developed by DOL and serves as an integral part of the demonstration. It provides an
on-line capability for tracking program participants and program services. The PTS also
provides the researchers with a database for analyzing program operations. Chapter 4 presents
a more detailed description of the PTS and the data provided by this unique database system.

The following section describes the second step in the two-stage targeting process.

Selecting Likely Exhaustees. Since the authorizing legislation requires that the program
focus on unemployed workers who are likely to exhaust their UI benefits, the second step is to
select likely UI exhaustees. To accomplish this legislative mandate, Abt/Battelle developed an
algorithm to predict each claimant’s likelihood of UI benefit exhaustion (for a description, see
Appendix).’® This algorithm predicts the probability of UI benefits exhaustion on the basis of
information available in the UI record. This prediction is based on the following set of claimant

characteristics: !

o Total number of dependents;

. Ratio of benefit amount to average wage;

'* The algorithm was estimated on a State-wide sample of Massachusetts UI claimants who
collected more than 8 weeks of UI in 1989.

' Since the goal of targeting is to accurately identify as many UI benefit exhaustees as

possible, explanatory variables were included in the algorithm to achieve the "best fit" between
claimant characteristics and exhaustion.
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. ® . - Whether or not the claimant reported being permanently separated from the pre-

‘, layoff job;
e Office in which the clarm was filed ,
° 'Educatlon level (four categones -- less than mne grades, some hrgh school

college, and postgraduate education);

o Industry of most recent job (construction, durable manufacturing; and nondurable
manufacturing); and .

e Occupation (professional or clerical). -

A numerical .probability of exhaustion can then be calculated for each new claimant by applying
this algorithm to each individual’s characteristics. Entry into the demonstration is restricted to

those with-a " high" predicted probability of exhausting UI benefits.

Selecting only those with a high probability of claims exhaustion directly affects excess
costs. Selecting into the target population only individuals likely to exhaust benefits reduces the
likely difference in UI claims between those assigned to the treatment group and those assigned
to the control group. Thus, the higher the predicted exhaustion probability, the lower the
expected excess costs.

The problem with selecting only those with high exhaustion probability, however, is that
it restricts the size of the target population. If the cutoff probability is set too high, we cannot
achieve a sufficient case flow for the demonstration, especially in smaller sites. Experimentation
with various cutoff probability levels indicates that very few targeted cases have an exhaustion
probability of .5 or higher. To achieve a sufficient case flow, especially in smaller sites, the
cutoff probability must be set substantially below .5.

There is therefore a tradeoff between setting the cutoff probability high enough to reduce

excess costs and low enough to achieve an appropriate case flow. Based on an analysis of this
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tradeoff, .25 was established as the appropriate cutoff probability rate for selection. '
Applying this .25 cutoff uniformly across all sites, however, resulted in targeting too many
claimants and exceeding the capacity of some sites. As a result, it was necessary to establish
a site specific limit on invitations that corresponds with the capacity of the local office to serve

project participants.

Operationally, selecting likely exhaustees is accomplished by first applying the algorithm
to the characteristics of each individual record downloaded from the State mainframe. Those
with a calculated probability of .25 or higher are included in the target population. To
accommodate limitations in site capacity, only those with the highest predicted exhaustion
probability, up to the site capacity limitation (see Table 3.2), are selected and invited to attend

an Information Session.

Recruitment. The next step in the intake process is to recruit those targeted claimants
interested in self-employment into the demonstration. We identify the more highly motivated
claimants by establishing a strict time frame for attending required project services. Only those
who meet these time frames (or, in special cases, are excused by project staff) are permitted to
continue in the demonstration. In this way self-screening is used to eliminate the less motivated

from the project.

2For a discussion of this issue, see Jacob Benus, Design Options to Reduce Excess Costs
in the Massachusetts Enterprise Project, Abt Associates, Inc., March, 1990.

203




DESIGN OF THE MASSACHUSETTS DEMONSTRATION

Table 3.2: Enterprise Project Site Capacity Limitations

Site ‘ ' Weekly Quota of
Invited Claimants
_ Gloucester ‘ | _ 1) -
Greenfield 50
Lowell 100
New Bedford 75
Roxbury : 75
- Springfield 100
Woburn ‘ 75

Each week new claimants who satisfy the targeting criteria described above are sent a
letter inviting them to attend an Information Session. The letter gives the time, date and location
of two alternate Information Sessions. Invited individuals must attend a session within 19 days
of the date of the letter to be eligible for the demonstration. This time frame was established
to provide participants approximately two weeks after receipt of the invitations to attend an

Information Session.

The Information Session is designed to provide claimants with sufficient information
about the Enierpﬁse Project to decide whether to apply to the program. The sessions are
designed to las<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>